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N the last issue of this JouRNAL there 
appeared an article entitled “Relief for 
the Country Bank,” written by Hon. 
L. T. McFadden, chairman of the 
House Committee of Banking and Currency. 
In this article Mr. McFadden argued in sup- 
port of his bill to repeal certain significant 
amendments of the Federal Reserve Act en- 
acted in June, 1917. The amendments now 
sought to be repealed broadened the basis of 
Federal Reserve note-issue by making avail- 
able as cover gold and eligible acceptances 
bought in. the open market. Furthermore 
they relieved the member banks of the neces- 
sity of carrying stated proportions of their 
lawful reserves in their own vaults. At the 
same time the amendments substantially re- 
duced member-bank reserve requirements. 
Because these changes in the Reserve Act 
were made in June, 1917, after the United 
States had entered the war, they are some- 
times referred to as “war amendments.” In 
reality, however, they were not “war amend- 
ments” because they were based on recom- 
mendations made months before we got into 
the war, and they are referred to by the 
Federal Reserve Board in its 1916 annual 
report. 


History of the Amendments 


FOR an understanding of the import of 
these amendments and of the proposal 
now made to repeal them it is necessary to 
see them a little more clearly in their his- 


torical setting. It will be recalled that the 


disastrous panic of 1907 finally led to the 
definite determination to reform our old 
banking system. As a first step in the in- 


An Analysis of Mr. 
McFadden’s Proposals 


ERE ts a discussion of the 

proposal of Congressman 
McFadden to ‘demobilize”’ 
the Federal Reserve System 
by repealing the so-called 
“War Amendments,’ which 
analysis is worth the close at- 
tention of every banker, and 
especially the country banker. 

It is written by E. E..Ag- 
ger, Associate Professor of 
Economics in Columbia Uni- 
versity, New York, a careful 
student of monetary systems. 
He goes back to the history of 
the amendments under discus- 
sion, discusses Mr. McFad- 
den’s proposals in detail, and 
in conclusion points out that 
from a credit point of view 
the war is not yet over. 


Purpose of the Amendments. What 
an Examination of the Claim of “Saturation” 


Discloses. 


telligent realization of this purpose Congress 
provided for the appointment of the Na- 
tional Monetary Commission, of which the 
late Senator Aldrich was the head, and to 
this commission was assigned the task of 
going carefully over the whole ground and 
of formulating proposals for reform. 

The commission made the desired study. 
It employed numerous investigators and ex- 
perts and its members themselves made care- 
ful surveys of one kind or another. All 
these studies were brought out in a monu- 
mental series of publications known as the 
“Publications of the National Monetary 
Commission.” At the end of this series the 
Commission published its own “report” in 
which it formulated its conclusions and con- 
structive suggestions. In this report the 
Commission summarized no less than seven- 
teen serious criticisms of our old system 
which it declared would have to be met if, 
from the national point of view, our bank- 
ing system were to be made really efficient. 
Those criticisms germane to the present dis- 
cussion are quoted herewith. 

Number one related to our scattered Re- 
serve System. In the words of the Com- 
mission : 

“We have no provision for the concentration of 
the cash reserves of the banks and for their 
mobilization and use wherever needed in times of 
trouble. Experience has shown that the scattered 
reserves of our banks are inadequate for purposes 
of assistance or defense at such times.’ 

Number 3 said: “Our banks also lack ade- 
quate means available for use at any time to 
replenish their reserves or increase their loaning 


powers when necessary to meet normal or un- 
usual demands.” 
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Number 7: ‘We have no instrumentality that 
can deal effectively with the broad questions which, 
from an international standpoint, affect the credit 
and status of the United States as one of the great 
financial powers of the world. In times of threat- 
ened trouble or of actual panic these questions, 
which involve the course of foreign exchange and 
the international movements of gold, are even 
more important to us from a national than from 
an international standpoint.” 

Number 10: “The absence of a broad discount 
market in our system, taken together with the 
restrictive treatment of reserves, creates at times 
when serious financial disturbances are anticipated 
a condition of dependence on the part of individual 
banks throughout the country and at the same time 
places the farmers and others engaged in pro- 
ductive industries at a great disadvantage in 
securing the credit they require for the growth, 
retention and distribution of their product.”’ 

And number 12: “Our system lacks an agency 
whose influence can be made effective in securing 
greater uniformity, steadiness and reasonableness 
of rates of discount in all parts of the country.” 

In the constructive proposals of the Com- 
mission and in the Federal Reserve Act as 
finally enacted the purpose was so far as 
possible to remedy these as well as the re- 


maining seventeen defects. 


The Obvious Cure 


HE obvious cure for scattered reserves 

was centralized reserves. From a purely 
economic point of view the more completely 
reserves are centralized the more efficiently 
the banking system can function, but in 
view of the difficulties naturally involved in 
readjusting established banking relation- 
ships, and further, in view of the distrust 
that has long been felt in the United States 
of centralized money power, the original 
provision in the Reserve Act was for only 
partially centralized reserves. 

To supply our banks with means always 
available to replenish their reserves, or, 
when necessary, to increase their loaning 
power, two broad expedients were provided. 
The first of these related to the rediscount- 
ing by the Federal Reserve Banks for their 
members of acceptable types of commercial 
paper. The second related to the creation of 
an open discount market in which banks as 
well as individuals could buy or sell accept- 
able discounts as need dictated. 

The vulnerability of our banking system 
in connection with international operations 
as outlined in criticism number seven con- 
stituted a complicated problem. The attempt 
to solve it embraces a number of provisions 
of the Reserve Act. Of fundamental impor- 
tance was the provision for centralization of 
reserves; but almost equally important were 
the provisions relating to Reserve System 
control of the discount situation, those re- 
lating to the open-market dealings in bills 
dy means of which international exchange 
rates could be influenced and those relating 
to purchases, sales and loans of gold itself. 


Open Discount Market 


oes creation of an open discount market 
was also no small matter. By the legal- 
ization of the banker’s acceptance and 
through the regulation of commercial paper 
by the Reserve Board, the effort was made 
to provide the kind of commodity that could 
be handled in an open market. The pro- 
visions of Section 14 of the Reserve Act 
which authorized the Reserve Banks to 
make open-market purchases assured at least 
some support for such a market. 

Criticism number 12 dealt with the ab- 
sence of a national discount policy and the 
tendency toward diversity in rates and in 
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procedure. Uniformity in rates is simply a 
question of the degree of mobility of credit. 
Both the rediscounting and the open-dis- 
count-market provisions tended to give 
credit greater mobility, while the power given 
to the Reserve Board to review discount rates 
and that given to the Reserve Banks them- 
selves to deal in the open market also tended 
to insure the possibility of developing a na- 
tional credit policy. Of course the sole ob- 
ject of a national credit policy is to insure 
the best possible credit conditions for the 
nation’s business as a whole and to safe- 
guard the country’s reserves against all 
eventualities that might arise in the inter- 
national field. 


Purpose of the 1917 
Amendments 


HE amendments adopted in 1917 had as 

their purpose to render the new Reserve 
System even stronger and more “flexible” 
than it was up to that time. The original act 
had only partly centralized reserves by divid- 
ing reserves into three classes: (a) that pro- 
portion kept in the Reserve Banks, (b) that 
kept as cash in the member bank’s vaults 
and (c) that portion which could be kept as 
a vault reserve or as a deposit at the Re- 
serve Bank (or, during the first three years 
after the passage of the Reserve Act, as a 
deposit in reserve or in central reserve 
cities). 

In the first few years of the Reserve Sys- 
tem’s history the member banks frequently 
complained of difficulty in calculating their 
vault reserves owing to the numerous kinds 
of money in circulation in the United States, 
hence the amendment relating to reserves 
adopted in 1917 relieved them of this diffi- 
culty. While the amendment simply re- 
quired that all lawful reserves be carried 
with the Reserve Banks, it reduced the total 
requirement from 18, 15 and 12 per cent re- 
spectively for central reserve city, reserve 
city and country banks to a level of 13, 10 
and 7 per cent. Not only that, the reserve 
requirement for time deposits was reduced 
from 5 per cent to 3 per cent. The result 
has been that since 1917 the cash carried in 
vault reserve has been reduced from about 
6 per cent to 2 per cent of deposits, while 
the balances carried with correspondents 
have been cut down from 16 per cent to 13 
per cent. It has been shown that total work- 
ing reserves have been lowered from a gen- 
eral level of 34 per cent of deposits in 1917 
to that of 22 per cent last year. Such a 
reduction in reserve requirements obviously 
redounded to the profit of all our banks. It 
is true that the gain to country banks was 
somewhat less than it was to the reserve 
city banks, but it would be futile to deny 
that there was considerable gain all around. 

The natural outcome of this amendment 
was a further tendency toward concentra- 
tion of reserves in the Reserve Banks. In 
so far as it was so, it insured the further 
realization of all those advantages inherent in 
centralized reserves. The banking system 


was stronger, it could function more eco- 
nomically, it was more flexible and it was 
better prepared to meet any emergency that 
might arise in the international field. It 
was all this that made possible the reduction 
in legal 
banks. 


reserves prescribed for member 
The proposal now made again in 


part to scatter reserves would therefore seem 
to require as a corollary the restoration of 
higher reserve percentages. 


Note-Cover Amendment 


HE amendment making gold and eligible 

acceptances purchased in the open mar- 
ket as well as paper rediscounted for mem- 
ber banks available as cover for Federal 
Reserve notes was also advocated as a meas- 
ure tending to promote convenience and 
flexibility in the actual working of the Re- 
serve System. In practice the Reserve 
Banks had substantially been issuing their 
notes against gold as collateral through the 
provision which enabled them to liquidate 
note liability by depositing gold with the 
Federal Reserve Agent. But the difficulty 
then arose that if they wished to use the gold 
again for reserve purposes it was necessary 
once more to withdraw it. The amendment 
simply eliminated all this hokus-pokus and 
by authorizing the issue of notes against 
gold as collateral and the counting of the 
gold deposited with the Federal Reserve 
Agent as a part of available reserves it sim- 
plified the process of issuing and withdraw- 


ing notes. It was more of a change in 
mechanics than it was of fundamental 
theory. 


Of course, it was also foreseen that this 
would strengthen the Reserve System by 
giving it a greater power to get hold of gold 
available for reserve purposes when that was 
considered desirable. But that was a con- 
summation devoutly to be wished if the Re- 
serve System was to carry the responsibility 
of protecting the country’s reserves and of 
anticipating and easing-off the effects of 
possible gold exports. 

That part of the amendment which 
authorized the use as cover for note-issue 
of acceptances bearing a member-bank’s en- 
dorsement but purchased in the open market 
did nothing except to make practice accord 
with sound principle. If an acceptance is a 
satisfactory form of cover for note-issue 
when offered for rediscount, it is equally 
good when purchased in the open market. 
Furthermore, if its original creation be- 
speaks an increase in the demand for credit, 
that fact is not modified in the slightest de- 
gree by its being acquired by the Reserve 
System through the open market rather than 
through a process of rediscounting. 


1917 Amendments Successful 


HE success of the 1917 amendments in 

achieving the results desired at the time 
of their enactment is questioned by nobody. 
It cannot be too strongly emphasized that 
the purpose of these amendments was not 
the aggrandizement of the Reserve Banks as 
such, but rather the promotion of the wel- 
fare of the member banks and of their con- 
venience and that of the general public in 
the administration of the Reserve System. 
The Reserve Banks are not enterprises seek- 
ing profit. The test of their success is ser- 
vice to the country’s whole business system; 
hence there would be no point in their seek- 
ing self-aggrandizement—beyond the natural 
and commendable human pride of their of- 
ficers in building up respected and influential 
institutions. It is practically inevitable under 
any scheme of reserve centralization that 
any measure correctly calculated to promote 


| 
; 


June, 1925 


AMERICAN BANKERS ASSOCIATION JOURNAL 


727 


mobility and elasticity in credit will have the 
tendency further to strengthen centraliza- 
tion. The only question now is whether the 
strength and flexibility regarded as essential 
when the'country was girding its loins for 
war is to be deliberately sacrificed in times 


of peace. 


Criticisms of Reserve System 
Unwarranted 


CAREFUL and unbiased appraisal of 

the criticisms that have been made of 
the Reserve System reveals—at least to the 
satisfaction of the writer—that they are 
either based on individual presumptions as to 
what Reserve Bank practice ought to be or 
that they lack point altogether. Some critics 
have claimed, for example, that Federal Re- 
serve notes based on gold introduce a rigid 
element in our currency system. In fact, 
however, such notes are no more rigid than 
are gold certificates or gold coin. The only 
difference is that in one case the gold itself 
is in circulation, while in the other it is safe- 
ly stored in banks where it can be drawn on, 
if necessary, to meet changing needs. The 
changes in issue from 1917 to date disclose 
little rigidity in Federal Reserve notes. 
They went to a peak of about $3,300,090,000 
in 1920 but had dropped to $1,700,000,000 in 
1925. More than this they show consider- 
able seasonal elasticity. This was demon- 
strated in an article published in this 
JourNAL last April. 


The Saturation Charge 


WHOLE series of criticisms is em- 

braced in the following charge made by 
Mr. McFadden, that “the Federal Reserve 
Banks have saturated the currency to the 
extent of one billion dollars and have con- 
tributed to the glut of easy money and the 
resultant speculative movements.” 

The “saturation” charge rests on the as- 
sumption that member-bank reserve-balances 
as well as note issues are to be backed up 
by a hundred per cent gold reserve. But 
such an assumption violates reserve bank 
practice and theory in every large country 
of the world. The Reserve Act itself 
stipulates a minimum reserve of 35 per cent 
in gold and lawful money against deposit 
liabilities of the Reserve Banks and of 40 
per cent in gold against note issue. Under 
the Dawes plan the reconstituted Reichsbank 
is required to maintain reserves of only 12% 
per cent against deposits and 334% per cent 
against notes. In the pre-war days the Bank 
of England used to maintain in the “bank- 
ing department” a reserve of about 50 per 
cent against its deposit liabilities. But such 
reserves were made up of its own notes, 
only two-thirds of which were covered by 
gold. Its basic gold reserve was thus ap- 
proxintately 24 of % or about 33% per cent. 
These brief references will show how ex- 
treme is the demand that Reserve Bank ob- 
ligations be backed by 100 per cent in gold. 

The term “saturation” would seem to im- 
ply in excess of need. What is the criterion 
of such need? Evidently the “need” for 
currency is a question of price levels, wages, 
etc. For some years now the general level 
of prices has been stable. American busi- 
ness has become “adjusted” to the new price 


situation. President Coolidge put it this 


way: 

“That the business of the country has been 
able after the disorganizing influences of 
war, to adjust itself so readily to the new 
conditions and prepare a sound basis for or- 
derly development is due in no small meas- 
ure to the stabilizing influence of the Fed- 
eral Reserve System. While the credit and 
currency systems of many countries have re- 
mained since the war in a state of chaos and 
instability which is deadly to economic de- 
velopment, our own country has already 
made the necessary readjustments and 
reached a degree of strength and stability 
that insures healthful business expansion.” 

If this accurately pictures the situation, 
what is the proposal? To eliminate the 
alleged “saturation” of one billion dollars 
from our currency? Would the country 
welcome the price and wage readjustment 
that this would necessitate? 


No Saturation 


S a matter of fact there can be no “satu- 
ration” of currency under our system 
because currency is paid out by the Reserve 
Banks only as member banks ask for it. If 
such currency accumulates in the vaults of 
member banks there is the inducement to 
them to deposit it to their reserve accounts 
at the Reserve Banks. Thus the notes tend 
to get back when they are not wanted. It 
has been estimated that the whole circula- 
tion of the country passes through the Re- 
serve System an average of two and one- 
half times every year. Consequently to the 
extent that Federal Reserve notes based on 
gold as collateral remain in circulation it is 
only because they are taking the place of 
other forms of money that would circulate 
anyway. 

Another circumstance which must be 
borne in mind in considering the so-called 
“saturation” of the currency by the Federal 
Reserve Banks is that they are now the sole 
agencies through whom new issues of credit 
currency are forthcoming. If the demand 
by customers of the member banks is for 
increased deposit credit this demand can be 
directly met by the member banks them- 
selves. But if the demand be for additional 
currency it can be satisfied by the member 
banks only by drawing currency from the 
Reserve Banks. Hence in making com- 
parison between expansion of currency and 
that of bank credit in general the basis of 
comparison must be the total deposits of all 
the member and non-member banks. As 
local banks expand their credit, the need 
for new currency tends to grow in a like 
degree. 


Mr. McFadden also raises a bogey when 
he says: “Imagine what would happen if 
the Federal Reserve Banks issued two and 
one-half times the greater part of this gold 
(namely, that now in the Reserve Banks) 
in the form of reserve notes!” Why con- 
jure up imaginary horrors? Reserve Bank 
officials would have nothing to gain by this 
procedure; but, better still, the “red ink” 
results that some of them showed in con- 
nection with 1924 operations proves that 
they are hardly to be considered wild in- 
flationists. Reasonable public policy must 
be based not on imagination but on practical 
probabilities. 


Promotion of Speculation 
Charge 


HE charge that the open-market opera- 

tions of the Reserve Banks during 1924 
were responsible for the subsequent specula- 
tion in stocks and grain can on critical ex- 
amination hardly be made to hold water. 
The Reserve Banks can make no speculative 
loans. For the final use of banking credit 
the member banks are responsible. Reserve 
System policy may have the effect of loosen- 
ing or tightening money but it is always for 
the member banks to say just how credit 
shall be used. But others have already 
pointed out that speculative booms have de- 
veloped under various money conditions. 
They are not limited to periods of easy 
money. Certainly they are not solely de- 
pendent upon Reserve System open-market 
policy. During 1919 there was a big specu- 
lative boom when the Reserve Banks were 
out of the open market altogether. 


In this connection it is asserted that if 
during 1924 the Reserve Banks had stayed 
out of the open market the member banks 
would nevertheless have continued to pay off 
their loans and easy money would not have 
developed. But what evidence can be ad- 
duced to prove this? Nobody can tell what 
the member banks could and would have 
done had there not been the open-market 
purchases by the Reserve Banks which re- 
leased credit that was in fact used to reduce 
member bank loans at the Reserve Banks. 

Another point in this connection is worth 
noting. The purchases of securities by the 
Reserve Banks during 1924 was in the sum- 
mer when business was bad. It was the 
Presidential election that gave the specula- 
tive movement its chief impetus. But dur- 
ing December, January and February the 
Reserve Banks sold securities and thus pre- 
vented the development of easy money when 
speculation was rising to its zenith. 


Buying Securities and Buying 
Acceptances 


RITICS of the open-market purchases 
by the Reserve Banks should also note 
carefully the distinction between the buying 
of acceptances and the buying of securities. 
When the open market rate on acceptances 
is below the rediscount rate—which it pretty 
regularly tends to be—the member banks 
“sell” their acceptances to the Reserve Banks 
through the “open market” window rather 
than offer them for rediscount rate at the 
official rate through the “rediscount” win- 
dow. In order to develop the open discount- 
market the Reserve Banks have always 
stood ready to take off the dealers’ hands all 
the acceptances that could not be disposed 
of elsewhere. Thus as concerns acceptances, 
the Reserve Banks virtually exercise no in- 
itiative at all. They buy what is offered to 
them, and, as they never sell acceptances on 
their own account it follows that neither the 
purchase nor the sale of acceptances enters 
as a factor in Reserve Bank open-market 
policy. In practice the volume of accep- 
tances created tends to vary with the volume 
of trade and they rise to their maximum 
when the demand for currency is at its peak. 
Mr. McFadden also criticizes the power 
of the Reserve System over the dis- 
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count situation through control of the of- 
ficial rates and through the open-market 
purchases. To the extent that the control 
of the discount situation influences general 
business conditions the power of the Reserve 
Banks in their several districts, and in their 
united capacity, over the country as a whole 
cannot be denied. But it will be recalled 
that the absence of any such power was de- 
plored as a weakness of the old system by 
the National Monetary Commission. Under 
our system of local, independent banks each 
institution has only a restricted view of na- 
tional credit needs and possibilities. More- 
over, as a business institution the local bank 
is influenced primarily by considerations of 
private profit. The discount policy of the 
Reserve Banks, however, is based not upon 
considerations of profit but on those affect- 
ing general business and public welfare. The 
power to influence discount rates is of vital 
importance to the development of a national 
credit policy and to successful intervention 
in the foreign exchange market in the in- 
terest of reserve protection. Were this 
power of the Reserve System to be de- 
stroyed our whole banking system would 
again be made vulnerable if not defenseless. 
For this we would pay dearly when the t'me 
came to redistribute the gold which we now 
hold in such abundance. 

If the earning power of the country 
banks needs broadening, means for accom- 
plishing this purpose other than those cal- 
culated to undermine the Reserve System 
should be employed. Mr. McFadden says: 
“There seems to be good reason for permit- 
ting a member bank to carry some of its 
reserve in cash in its own vault, or with its 
reserve city bank, thus building up a sec- 
ondary reserve that may strengthen the 
Federal Reserve Bank’s position.” This 
sounds almost like irony! There may be a 
“good reason” for broadening the country 
bank’s earning power, but the “strengthen- 
ing” of the Reserve System by reverting to 
a form of scattered reserves hardly meets 
the qualifications of such a reason. 
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While on the one hand the charge is 
made that through its open market pur- 
chases the Reserve System was responsi- 
ble for inflation, on the other hand one of 
the remedies that is proposed is itself in- 
flationary. The depositing of a part of 
member bank reserve balances with reserve 
city correspondents would result in a net 
decrease in actual reserves carried and hence 
in credit expansion. The reserve city banks 
maintain against deposits of banking cus- 
tomers no greater reserves than they do 
against those of private individuals. If, 
therefore, country banks deposited 40 per 
cent of their reserve balances, let us say, 
in New York, and if the New York banks 
maintained against such deposits only the re- 
quired 13 per cent in reserves, the final 
balances in cash or in the Reserve Banks 
would be slightly more than 4% per cent. 
If the depositing of balances went through 
the two stages of country bank in reserve 
city bank and of reserve city bank in cen- 
tral reserve city bank the attenuation of re- 
serves would be even more pronounced! In 
like manner if the member banks kept the 
permitted 40 per cent of required reserves 
in their own vaults it would also mean in- 
flation. The cash actually carried in vault 
reserves by member banks at the present 
time is five or six hundred million dollars. 
If this were suddenly released for reserve 
purposes it would have the same effect as an 
equivalent importation of gold. On the 
basis of present reserve requirements such 
a sum added to reserves would make pos- 
sible an addition to credit of from seven to 
thirteen times itself ! 


Gold Dissipation 


N the other hand, the proposal to base 

Federal Reserve notes only on redis- 
counts would cause a serious loss of gold 
to the Reserve System. A recent calcula- 
tion made by the New York Times showed 
that against an outstanding note issue of 
$1,731,000,000 there would be available under 
the McFadden proposal only some $410,000,- 
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000 of rediscounts! The rediscounts would 
support about $700,000,000 in notes. The 
balance would have to be retired and the 
Reserve Banks would lose the gold em 
ployed in the process. And of course to that 
extent the ability of the Reserve System to 
anticipate and to ease-off losses of gold in 
connection with future exports would be 
impaired. Gold for export cannot be drawn 
from general circulation. It would be ob- 
tained through loans at the Reserve 
Banks. With diminished gold stocks the 
effects on rates would soon become evident, 
and if the gold movement assumed large 
proportions drastic liquidation would again 
become necessary. 

This brings us to our last point. It is said 
that the war is over and hence the war- 
time amendments should be repealed. Waiv- 
ing the point already made that the amend- 
ments were not, strictly speaking, war meas- 
ures, would anyone seriously contend that 
from a credit point of view the war is all 
over, and that we can simply jump back to 
normal? We have in the United States al- 
most half of the world’s visible supply of 
gold. Our price level is over 50 per cent 
above the pre-war level. The basic element 
in this price level under a gold standard is 
the value of gold. The nations of Europe 
are trying desperately to get back on a gold 
basis, and in this effort it is to our interest 
to help them as much as we can. In the 
end this means that much of the gold that 
has come to us will have to be given back. 
That redistribution will be attended by 
sweeping changes in discougt rates and in 
prices, and these changes will profoundly 
affect the welfare of the people of the 
United States. Under such conditions we 
ought not to weaken the only agency that 
can adequately safeguard our interests. En- 
lightened selfishness, if a long look forward 
be taken, will persuade the country banker 
who has the normal human desire to broaden 
the basis of his earnings, as well as the 
reserve city banker who wants to swell his 
deposits, that any restriction of the efficiency 
of the Reserve System is unwise. 


How the $200,000,000 Credit for England Was Arranged 


ECAUSE it believed that the granting 

of a $20,000,000 credit would be “an 
effective aid toward generai resumption of 
gold payments,” the Federal Reserve Board 
authorized—back in January of this year— 
the Federal Reserve Bank of New York to 
make such an arrangement with the Bank 
of England, which was revealed in May 
when Great Britain announced the return 
to the gold standard. 

“Under its arrangement with the Bank of 
England, the Federal Reserve Bank of New 
York undertakes to sell gold on credit to 
the Bank of England from time to time dur- 
ing the next two years, but not to exceed 
$200,000,000 outstanding at any one time,” 
the Reserve Board states. “The credit is 
to bear interest to the extent that it is ac- 
tually used at a rate 1 per cent above the 
New York reserve bank’s discount rate, with 
a minimum of 4 per cent and a maximum of 
6 per cent, or if the Federal Reserve dis- 
count rate exceeds 6 per cent, then at the 
rediscount rate of the bank. Upon the 


purchase of gold the Bank of England 
will place on its books to the credit of 
the Federal Reserve Bank of New York an 
equivalent deposit in pounds sterling. This 
deposit may be used from time to time by 
arrangement with the Bank of England in 
the purchase. of eligible sterling commer- 
cial bills, which shall be guaranteed by the 
Bank of England, and in that case dis- 
count earned on the bills will be applied 
to the payment of interest. 

“Tf occasion arises for the use of this 
credit, support can be given to sterling ex- 
change either through the purchase of sterl- 
ing bills in New York or abroad, or gold 
can be shipped to other countries on British 
account. Thus the Bank of England could 
meet a foreign demand for gold without 
reducing its own reserves, or it could re- 
plenish its reserves by withdrawing gold 
from this country or by earmarking it in 
New York. The form in which the credit 
would be used would depend upon the cir- 
cumstances at the time. 


“In making these arrangements with the 
Bank of England, the Federal Reserve Bank 
of New York proceeded under authority of 
the Federal Reserve Act, which, in addi- 
tion to granting the reserve banks power 
to make contracts, authorizes them under 
rules and regulations prescribed by the Fed- 
eral Reserve Board to deal in ‘gold coin 
or bullion at home or abroad, to purchase 
and sell in the open market, at home or 
abroad, cable transfers or bankers accep- 
tances and bills of exchange of the kinds 
and maturities eligible for rediscount, and 
with the consent, or upon the order and di- 
rection of the Federal Reserve Board, to 
open and maintain accounts in foreign coun- 
tries, appoint correspondents and establish 
agencies in such countries wheresoever it 
may be deemed best for the purpose of pur- 
chasing, selling and collecting bills of ex- 
change, and with the consent of the Fed- 
eral Reserve Board to open and maintain 
banking accounts for such foreign corre- 
spondents or agencies.” 
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How the Mechanism of the Federal 


Reserve Prevented a Gold Inflation 


By W. RANDOLPH BURGESS 


Assistant Federal Reserve Agent, Federal Reserve Bank of New York 


A Shipment of Gold Traced from the Steamer to the U. S. 


Assay Office. 


Receiving It and on the Federal Reserve Bank. 


Its Effect Shown on the Business of the Bank 


Issuing Gold 


Certificates Has Not in Practice “Sterilized” Gold Imports. 


VEN up to a few months ago many 
European economists believed that 
this country was doomed to a great 
inflation of bank credit and prices. 

They based their belief on the flood of gold 
imports that was pouring in upon us at a 
rate of between one and two million dollars 
a day. A gold movement of this sort was 
unknown before the war and much smaller 
movements had great influence on bank 
credit and prices. 

But we have had no great inflation, al- 
though we have absorbed more than 1% 
billion dollars of gold since 1920, increasing 
the country’s gold stock by over 60 per cent. 
It is natural that observers without intimate 
acquaintance with our credit structure, and 
seeing only the results, should ascribe them 
to some mysterious banking policy. One 
distinguished British economist states the 
case as follows: 

“The memories of 1920-21 make the banking 
authorities exceedingly nervous. They according- 
ly have a ‘credit policy’ which by a complex 
process keeps prices steady, partly by ‘sterilizing’ 


the gold as it arrives, and acting almost as though 


it does not exist.” . 


Actually, as it happened, we have been 
saved from the full natural effect of incom- 
ing gold on bank credit and prices, not so 
much by the policies of the banking authori- 
ties as by the largely automatic operation of 
the Federal Reserve mechanism. 

In their simplest terms the facts of the 
case are these: The war and post-war ex- 
pansion left the banks of the country heavily 
in debt at the Federal Reserve Banks. Most 
of the incoming gold was used by member 
banks to pay off these debts and hence was 
not used for credit expansion. Once the 
gold was lodged with the Federal Reserve 
System for the purpose of paying debts it 
could only be put to work in ordinary course 
by new borrowing by banks at the Reserve 
Banks, and banks and business were in no 
mood for credit expansion based on such 
borrowing. This and not deliberately de- 
signed banking policy is the principal reason 
why the gold flow has had so little effect on 
our economic status. But it could not have 
turned out so without the Federal Reserve 
System, as we shall see by examining the 
operation a little more closely. 

Before 1914 our bank loans and deposits 
rested directly on gold without any cushion 
in between. When we lost gold the credit 
structure. contracted, as, for example, in 1891 
and 1893. When we gained gold more credit 


was immediately created. With such changes 
in bank deposits went changes in commodity 
prices. 

Diagram 1 shows that there was in the 
United States a direct relation between the 
gold supply and bank deposits.* Generally 
demand deposits were between four and five 
times as large as the country’s stock of 
monetary gold. This percentage was partly 
fixed by the law which provided that banks 
should hold reserves equal to from 15 to 25 
per cent of their deposits, depending on the 
location of the bank. A certain amount of 
gold, gold certificates or other paper cur- 
rency, secured partly by gold, was also kept 
in circulation in fairly constant proportion 
to the amount of deposits. 


Reserve Bank Credit 
Supplements Gold 


B* centralizing bank reserves the Federal 
Reserve Act made it possible in emer- 
gencies to use those reserves more fully. 


Imported Gold 


66 HEN gold was imported 

one of two things hap- 
pened, a loan at the Federal 
Reserve Bank was paid off or 
bank deposits were expanded sev- 
eral times the gold imports. 
When gold is exported exactly 
the reverse takes place. A bank 
must either borrow from the 
Federal Reserve System to get 
the gold or bank deposits or cur- 
rency must be contracted. When 
we export the gold we must 
travel back over the road we 
came when the gold arrived. If 
the gold imports had led to credit 
inflation we should be facing 
credit deflation. 

‘Fortunately bankers and busi- 
ness men have been using the 
incoming gold mainly to pay 
debts rather than to contract 
fresh ones, and the slate is clean.” 
—W. RANDOLPH BURGESS. 


On the basis of the centralized reserves 
which it holds, the Federal Reserve Bank 
may make loans to member banks against 
proper security. The balances created by 
these loans under the law have the same 
effect in supporting credit as gold. They 
may be counted as reserves on just the same 
footing as balances created by the deposit of 
gold, or they may be withdrawn in Federal 
Reserve or other currency. 

*The figures for deposits in this and diagram 
2 are total demand deposits of all banks, partly 
estimated in some years, and smoothed to eliminate 
temporary fluctuations. The relationship between 
deposits and reserves, is, of course, affected by 
changes in the velocity, or rate of turnover, of de- 


posits and changes in the amounts of currency re- 
quired for hand to hand use. 


So today when we are thinking of the 
country’s bank reserves, upon which bank 
credit is based, we must think of the total 
of gold plus the total of Reserve Bank 
earning assets. 

Diagram 2 shows the reserves upon which 
the credit system rests at present. There is 
no direct relation between gold alone and 
total bank deposits. A new factor enters 
the picture in Reserve Bank earning assets, 
which form a cushion between the gold 
stock and bank deposits. Bank deposits are 
now based on Reserve Bank loans in addi- 
tion to gold stock. Increases in bank de- 
posits during the war were based largely 
upon additional Federal Reserve Bank earn- 
ing assets as member banks borrowed from 
the Reserve Bank. Federal Reserve credit 
thus supported the bank credit necessary for 
war activities. 

Toward the end of 1920 the situation 
changed abruptly. Prices and business ac- 
tivity were moving to lower levels. Credit 
needs were thus reduced and deposits de- 
clined. At the same time gold imports be- 
gan in large volume. The normal tendency 
of this gold would have been to increase the 
volume of credit just at a time when less 
credit was required. But the increase in gold 
and the decrease in deposits were both offset 
by decreases in Reserve Bank earning as- 
sets. As bank loans were liquidated and as 
gold flowed in from abroad the member 
banks paid off their loans at the Reserve 
Banks. Federal Reserve credit thus acted 
as a cushion in breaking the force of imports 
and making possible a continued readjust- 
ment @ bank deposits to the needs of busi- 
ness. 

The usefulness of the Federal Reserve 
System in offsetting the influence of gold 
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Diagram I—Before the establishment of the Federal Reserve 
System, bank deposits rested directly on the country’s gold stock 
and felt the impact of changes in the gold stock. 


resulted from a semi-automatic reduction of 
member bank borrowings. But such an off- 
set, of course, has its limits; it can only take 
place when there is a cushion of credit due 
to member bank borrowing or Federal Re- 
serve open market holdings of earning as- 
sets. In 1922 and 1924 there were periods 
when member banks in New York City, 
where most of the gold came in, were prac- 
tically out of debt at the Reserve Bank and 
the result was an immediate and rapid 
growth in bank deposits. When the member 
bank is out of debt at the Reserve Bank the 
effect of the imported gold is ordinarily the 
same as before the war. Suppose we fol- 
low through a case! 


What Happens to Incoming 
Gold 


UR shipment of gold bars packed in kegs 

is unloaded from the steamer to an 
armored car and taken to the United States 
Assay Office under the care of a repre- 
sentative of Smith, Jones & Company, to 
whom the gold was shipped. The Assay 
Office receives the gold and gives Smith, 
Jones & Company a “gold bullion” check 
for the amount of the shipment. Smith, 
Jones & Company in turn deposits this check 
in the Twelfth National Bank. The Twelfth 
National deposits the check in the Federal 
Reserve, and the amount is credited to the 
reserve balance of the Twelfth National. 
If the Twelfth National is in debt at the 
Reserve Bank it can use this balance to pay 
off its debt, or to make further extensions 
of credit. When banks are out of debt and 
find themselves with any excess credit at the 
Reserve Bank they, of course, put it to 
work. This Reserve Bank credit becomes 
the basis for an increase in bank deposits 
several times the amount of the credit, just 
as did gold imports before 1914. We may 
call the resulting increase in bank credit 
primary expansion. It is the direct and al- 
most inevitable result of gold imports when 
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member banks are out of debt at the Reserve 
Banks. In 1922, for example, total bank de- 
posits increased two billion dollars and in 
1924, three billion. 


There is another further expansion which 
may, but does not necessarily, take place. 
When the incoming gold is deposited in 
the Federal Reserve Bank, it does more 
than increase the reserve balance of the 
member bank; it increases the gold holdings 
of the Reserve Bank and hence its power of 
making loans. On the basis of the 1% bil- 
lion of gold received in deposits since 1920 
the Reserve bank could make loans to mem- 
ber banks which could be the basis for a 
very large increase of bank loans and de- 
posits. 


But there has been no such secondary ex- 
pansion resulting from gold imports since 
1920. Reserve Bank loans or earning assets 
have been reduced, not expanded. Secondary 
expansion requires the willingness of member 
banks to borrow or the willingness of the 
Reserve Bank to buy in the open market. 


There are two strong restraints against 
secondary expansion. The first is the mem- 
ber bank’s reluctance to borrow heavily at 
the Federal Reserve Bank. This reluctance 
is partly due to the pressure of the Federal 
Reserve discount rate. But member bank 
policy as to borrowing goes beyond con- 
siderations of profit. It is not regarded as 
sound banking for a bank to be always lean- 
ing on the Federal Reserve. But whatever 
the explanation, the fact is that since the 
war period there have been only rare in- 
stances of any particular bank’s continuing 
in debt at the Federal Reserve for any long 
extended period. Banks borrow to adjust 
their reserve positions, or to meet some 
temporary need for credit or currency, but 
they try to avoid continuous borrowing. 


The second barrier against secondary in- 
flation is the influence of the Reserve Banks 
themselves. It is the business of the Fed- 
eral Reserve Banks to fix their discount 
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Diagram II—Since its establishment bank deposits have rested 
on gold plus Federal Reserve credit, and a cushion of Federal 
Reserve credit has broken this impact on bank deposits. 


rates and pursue their open market policy 
“with a view of accommodating commerce 
and business,” as the Federal Reserve Act 
puts it. It would clearly be contrary to the 
best interests of commerce and business to 
encourage a great credit and price inflation 
through putting to full use the gold stored 
in the Reserve System. To prevent such a 
secondary expansion the Reserve Banks 
could raise their discount rates or utilize 
various other means of restraint. 

Because of these restraints, secondary ex- 
pansion has been and in the future is likely 
to be limited to the meeting of seasonal and 
emergency needs. Ordinarily under present 
conditions the only effect of imported gold 
on the credit situation would be felt through 
whatever primary expansion takes place 
upon its receipt. 


Issuing Gold Certificates Does 
Not Sterilize Imports 


NE point on which there is frequent 

misunderstanding is the effect of put- 
ting into circulation gold certificates instead 
of Federal Reserve notes. During the war 
gold certificates were largely retired from 
circulation and were replaced by Federal 
Reserve notes, which only require a 40 per 
cent gold reserve instead of the 100 per ceut 
which gold certificates require. In the past 
few years gold certificates have again been 
placed in circulation and the yellow-backed 
tens and twenties are again a common sight. 
About 900 million dollars of them are now 
again in use—nearly the same amount as 
before the war. It is supposed by some that 
Federal. Reserve Banks by placing imported 
gold in circulation in this form have steri- 
lized it—have prevented it from having any 
influence on the credit situation. 

The effects of issuing gold certificates 
may be seen by reviewing what happens 
when gold enters the country. When the 
member bank deposits a gold bullion check 
in the Reserve Bank it creates a reserve 
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balance which may be used to pay off in- 
debtedness at the Reserve Bank, or may be 
used as a basis for an expansion of bank 
loans and deposits, which we have called 
primary expansion. 

What the Reserve Bank does with the 
gold later does not affect this first primary 
expansion in any way, but has its influence 
solely on any possible secondary expansion. 
Suppose that a Reserve Bank after receiving 
a gold shipment of one million dollars de- 
cides to put one million dollars of gold cer- 
tificates into circulation. The method is the 
same aS any commercial bank would use. 
Just as a commercial bank has a stream of 
currency coming in at the receiving teller’s 
window and a stream going out the paying 
teller’s window, so the Federal Reserve 
Banks have a stream of currency coming in 
and another going out, but by the truckload 
instead of in small packages. The Reserve 
Bank ordinarily exercises no more choice as 
to how much currency will be paid out in a 
day than does the commercial bank. It re- 
sponds to the demands of its customers. So 
when a Reserve Bank decides to put gold 
certificates into circulation it does not force 
them out. The yellow backs are simply paid 
out in response to currency demand instead 
of Federal Reserve notes. There is no in- 
crease or decrease in the amount of money 
in circulation. One million dollars of gold 
certificates is substituted in circulation for 
one million of Federal Reserve notes. The 
only effect on the credit situation is that the 
reserves of the Federal Reserve Bank are 
reduced one million dollars and its liabilities 
for Federal Reserve notes are also reduced 
one million dollars. Its reserve percentage 
is lowered slightly. and the possible sec- 
ondary expansion reduced. 

But the country’s currency flows to and 
from the Reserve Banks so rapidly that this 
million of gold certificates will return to the 
Reserve Banks in the course of a few 
months, and if the reserve position of the 
System needs strengthening the gold can be 


New Links 


HERE re fresh indications that the 
movement to link insurance with var- 
ious financial operations is making progress. 
Down in South Carolina, crop insurance 
is being tested. out in connection with the 
raising of vegetables and truck farm prod- 
uce, and coupled with a bank loan. 

A large surety company announces the es- 
tablishment of a new department to guaran- 
tee the payment of real estate mortgages. 

In Washington, D. C., the bond houses 
report that the sale of bonds to investors 
is being made difficult because at least two 
of the banks are selling real estate mort- 
gages, drawing 6 per cent interest, to their 
best customers with the understanding that 
the banks will buy back the mortgages at 
par should the holders wish to dispose of 
them before maturity. 

While crop insurance is not new, the ex- 
periment in South Carolina is being watched 
with interest, for the arrangement has fea- 
tures that differ somewhat from others that 
have been put into force elsewhere. . The 
farmer borrows money through a farmer’s 
agricultural credit association from a ,Fed- 
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‘retired from circulation again and replaced 
by Federal Reserve notes. 

Putting gold into circulation in place of 
Federal Reserve notes has not in practice 
“sterilized” imported gold. The only effect 
has been to reduce temporarily by a few 
points the reserve percentage of the System. 


Preparing for Gold Exports 


HE foregoing paragraphs have indicated 

the reasons why huge gold imports since 
1920 have not forced on us credit and price 
inflation. The first reason has been that 
member banks have used the gold to pay off 
their debts to the Reserve Banks. The sec- 
ond is that banks, reflecting the temper of 
their customers, have been unwilling to bor- 
row further at the Reserve Banks to finance 
an inflationary movement. Placing gold cer- 
tificates in circulation has not been a factor 
of any importance in “sterilizing” the im- 
ported gold. 

In addition to the dangers of inflation 
there is further excellent justification for 
not building up a secondary credit expansion 
on the basis of the imported gold. The gold 
may not stay here forever. 

We now hold about 45 per cent of the 
world’s visible gold. The total amount of 
monetary gold in the world is estimated at 
10 billion dollars. We hold 4% billion com- 
pared with 2 billion before the war. For 
ten years we absorbed a considerable part 
of the world’s new gold output, and in ad- 
dition drained off gold from certain of 
the countries of Europe. These countries 
sent us their gold because they were in 
desperate straits. They had to have the 
things we alone could sell—munitions of war 
—food—raw materials. 

Today the countries of the world are in 
the process of rapid recovery and they need 
gold. Some countries have learned to op- 
erate much more largely with paper money 
than before the war, but on the other hand 
gold prices are on the average 50 to 75 per 
cent higher than before the war and a larger 
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volume of currency and bank reserves is re- 
quired. The return of England and many 
of the countries of Europe to gold payments 
or a gold exchange standard is a substan- 
tial guarantee of the permanence of the gold 
standard for many years to come. We may 
be sure that the countries of the world will 
try to build up their gold reserves as fast 
as they can find the means of payment. 

Already we have had a brief but vigorous 
export movement from the United States. 
In December, January, February and March 
we exported over $150,000,000 of gold—net 
beyond imports. The future is difficult to 
foresee, but this is clear—we should be pre- 
pared to undergo a considerable gold export 
movement without disturbing credit. 

When gold was imported one of two 
things happened, a loan at the Federal Re- 
serve Bank was paid off or bank deposits 
were expanded several times the gold im- 
ports. When gold is exported exactly the 
reverse takes place. A bank must either 
borrow from the Federal Reserve to get the 
gold, or bank deposits or currency must be 
contracted. When we export gold we must 
travel back over the road we came when 
the gold arrived. If the gold imports had 
led to credit inflation we should be facing 
credit deflation. 

Fortunately bankers and business men 
have used the incoming gold mainly to pay 
debts rather than to contract fresh ones, and 
the slate is clean. The machinery of the 
Federal Reserve System has provided a way 
for storing the gold ready for the use of 
other nations when they have reached suffi- 
cient stability to require it. When gold ex- 
ports begin the Reserve mechanism will 
again be useful, for member banks may se- 
cure the gold for export by borrowing at 
the Reserve Banks. A cushion of Federal 
Reserve credit may thus protect our credit 
structure from the direct impact of exports 
just as in the past few years this cushion 
has shielded us from the full force of gold 
imports. 


Between Banking and Insurance 


eral intermediate credit bank on a short 
term note to be used for the purchase of 
seed and fertilizer. The collateral for the 
loan is the crop that the farmer ‘contracts 
to plant with the seed and fertilizer thus 
-acquired. An insurance company has is- 
sued policies guaranteeing to the farmers 
enough protection on the pledged crops to 
assure the payment of the notes due at the 
banks. It is stated that the Federal Land 
and Intermediate Credit Bank at Columbia, 
S. C., has rediscounted $500,000 in these 
notes. The farmers’ notes are taken over 
by an agricultural credit association, which 
assigns them and the collateral to the pro- 
ducing association. It endorses the note and 
rediscounts it with the intermediate credit 
bank. 


The producing association is reported to 
have obtained a blanket policy from the in- 
surance company, under which the farmer 
is guaranteed a certain return from acreage 
planted in the various vegetables or truck 
produce. The details of policy have not 
been disclosed. 


N announcing the establishment of a new 

department to guarantee the payment of 
real estate mortgages, the National Surety 
Company explains that the increasing num- 
ber of investors and banks which are turn- 
ing to the real estate mortgage investment 
field has led it to a decision to extend the 
protection of insurance to these operations. 
Before entering the field, the company con- 
ducted an investigation extending over a 
period of eighteen months to determine the 
risks involved in insuring the payment of 
these mortgages. During the experimental 
period, the single risk liability was only 
$25,000, but the experience was so satisfac- 
tory that the limit is to be raised to $500,- 
000 and possibly even higher. 

Throughout the country, a number of 
the investment and mortgage companies have 
issued mortgage bonds which they have 
guaranteed. However, in this case, the 
surety company guarantees the mortgage 
itself. 

The practice of the two Washington 
banks is understood to be limited to a few 
of the best customers of the bank. 


—$ 


, 732 AMERICAN BANKERS ASSOCIATION JOURNAL June, 1925 


Pictorial Comment on Passing Events in Finance 


“How Much Further Do You Go, 
“A new Landing Field.”—Halladay in Lady?”—Sykes in the New York Eve- “Closing In on Him.”—Orr in the 
the Providence Journal ning Post Chicago Tribune 


“Speaking on Bridge Problems.’— 
“Station U. S. A. Broadcasting.”— Temple in the New Orleans Times “Sterling Honesty.”—Halladay in the 
Knott in the Dallas News Picayune Providence Journal 


“Now! 
TOGETHER 
THs 1S Goon 
For 
ALS You: 


“The Class in ‘Waste’ Reduction Will 
“The Strong Man of Europe.”—Mc- “Nailed to the Mast.”—Pease in ‘the Remain in Session All Summer.”— 
Cay in the New York Tribune Herald Newark Evening News Hanny in the Philadelphia Inquirer 
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Great Waste of Personal Income 


By WILLIAM E. KNOX 


President American Bankers Association; President 


Bowery Savings Bank, New York City 


Because Economics Has Been Pitched Above Average Mind. 
Economic Thinking Should Be Done in the School Houses Not 
on Soap Boxes. Standard of Living Can Be Maintained Only by 
Drastic Economy. Activities of Organized Banking to Educate. 


MERICA has got to stop wasting. 

The American standard of living 

—the highest in the world—that 

came so easily from the abundance 

of our natural wealth, can be maintained in 

the future only by drastic national economy 

in the use of that wealth. We have grown 

up to our resources. We cannot afford to 

waste them any longer. America must learn 
this lesson. 

Industrially we have got to stop wasting, 
but even more so have we got to stop the 
wastefulness of our personal habits. The 
paramount challenge to education in America 
today calls ‘for the effective teaching of 
personal economics—for education in the 
management of personal incomes, so that 
they will give every individual a good living 
during his productive years and provide cer- 
tain security for the non-productive years 
of his old age. Young America must learn 
this lesson in our schools. 

Our children today are passing through 
our educational systems practically without 
instruction for placing their lives on a sound 
economic basis, virtually without direction 
in the elementary principles of financial suc- 
cess. Economics has been pitched above 
the average mind. What we need above all 
is an economic philosophy gauged for the 
work-a-day requirements of plain people, 
with instruction in it started in time to 
help school students get a right beginning 
in the management of their personal affairs. 

This would accomplish more than any 
other influence to stabilize social conditions 
—to bring about industrial peace, to inspire 
obedience to law and to develop loyalty to 
government. Contentment in the return we 
are getting from life is the bedrock of good 
citizenship. It is within the power of edu- 
cation to establish this contentment by 
teaching our people to get the most out of 
their incomes, to avoid the pitfalls of finan- 
cial ruin and to guide them out of economic 
illiteracy into economic understanding. If 
what we call civilization is to be preserved, 
our economic thinking must be done in the 
school houses and not on the soap boxes. 


New York Pays for Its Neglect 


NEW YORK CITY spends $65,000,000 
a year for charity. For instruction 
in practical principles of personal economics 
it spends in its school system practically 
nothing. Virtually every object of charity 
and every case of dependency could be 
traced back to the failure of the school house 
to teach the value of money and the im- 
portance of saving. 


When public education teaches students 
to manage their personal affairs prudently 
and gives them an understanding of the 
value and proper use of money—when em- 
ployers require that every person in their 
employ learn to save as well as earn—and 
when banks recognize their full responsibil- 
ity as the social economists and personal 
finance advisers of their communities—when 
these things prevail, then we will attack 
economic folly at the source and begin to 
save our people from the tragedy of financial 
dependency. 

Forty-four million people, two-fifths of our 
population, are gainfully employed in the 
United States, earning more than $60,000,- 
000,000 annually. The management of the 
expenditure of this $60,000,000,000 annual 
pay check is the biggest and most important 
business in America. It has been estimated 
that upwards of $10,000,000,000 of this per- 
sonal income is wasted annually. More than a 
billion, it is estimated, disappears in foolish 
speculation in fake schemes. 


Penalty of $65,000,000 
EW YORK CITY spends 


$65,000,000 a year for 
charity. For instruction in prac- 
tical principles of personal eco- 
nomics it spends in its school 
system practically nothing. Vir- 
tually every object of charity and 
every case of dependency could 
be traced back to the failure of 
the school house to teach the 
value of money and the import- 
ance of saving. 

When public education teaches 
students to manage their personal 
affairs prudently and gives them 
an understanding of the value 
and proper use of money—when 
employers require that every per- 
son in their employ learn to save 
as well as earn—and when banks 
recognize their full responsibility 
as the social economists and per- 
sonal finance advisers of their 
communities—when these things 
prevail, then we will attack 
economic folly at the source.— 
E. Knox. 


The spirit of waste in America is a her1- 
tage of the past. It is but natural that a 
nation with a relatively scattered population, 
blessed with what originally seemed inex- 
haustible resources and with unequalled 
genius for mechanical methods and _ busi- 
ness organization to exploit them to the 
utmost, should have become infected with 
extravagance and wastefulness. But today 
this same country has more than 110,000,- 
000 people to support, and no nation’s re- 
sources can withstand extravagance indeéfi- 
nitely. We can reasonably expect a large 
continuous increase in our population to com- 
plicate the problem of sustenance, an in- 
crease in population which will mean a re- 
duced average of personal wealth, unless in- 
telligent management maintains a progres- 
sively more economic utilization of the na- 
tional income. No nation can justify any 
system of living not based on intelligent 
conservation of its resources. To teach our 
people this is the task of education, and it 
cannot begin to meet the task a moment 
too soon. 


Causing a New Distribution 


of Wealth 


N addition to the general question of 

waste, there is another side to the prob- 
lem of personal income in America today. 
An increase in living cost has become a 
fixture because it is based on a number of 
established facts. One is the operation of 
the law of diminishing returns from natural 
resources. Another is the permanently high 
wage levels established in this country. An- 
other is the high cost of government that 
can be tempered only in part, for we are 
demanding more from our governments, both 
state and national, than ever before, and 
we must pay for it. 

These changes mean a new distribution 
of wealth—more for some classes than ever 
before, and relatively less for others—the 
opportunity for greater extravagance and 
waste for some, the need for more efficient 
personal economy for others. In view of 
these facts, we face the very practical prob- 
lem of how multitudes of our people can 
maintain a proper standard of living and 
also provide for their years of declining 
productivity. This readjustment calls for 
education. 

The advance of civilization makes man’s 
existence a more and more serious business. 
Human responsibilities and duties increase 
each year. If progress has made life more 
abundant, it has also made it more expen- 
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sive. It is impossible for most men to in- 
crease their real wages. Therefore, they 
must meet their added responsibilities out 
of more economic employment of what they 
get. 

Our people must be helped to solve this 
problem, but it is not the task of the 
schools alone. 
young, but the workingman has passed out 
of the influence of the schools, and his 
problem of personal finance is one of the 
most serious problems of American business. 
The question of worn-out employees, who 
have not accumulated enough to keep them- 
selves and their dependents in old age, must 
be studied by American business. This is 
largely a problem of prevention. The solu- 
tion must be chiefly along lines of providing 
sufficient means so that wage-earners can 
acquire a reasonable degree of independence 
by their own providence while they are still 
working. That must be the primary aim and 
not.a dole system for taking care of them 
as dependents and subjects of charity after 
they are worn out, for the ideal should be 
to prevent. unprovided-for dependency from 
arising. 


Responsibility of Business Goes 


Beyond the Pay Envelope 


USINESS must not be driven off from 
this problem by such arguments as that 
it discharges its full duties when it pays 
its men their wages, or that industrial pater- 
nalism is contrary to democratic freedom. 
These arguments will not hold water. It is 
an essential part of industrial progress that 
an organized plan be developed for the per- 
manent financial success of every human be- 
ing in business, in accordance with his abil- 
ity to earn—in accordance with a just re- 
turn for the economic service he renders 
society, and this must not be left to chance. 
A pauper renders no service to society 
—but we want no paupers in America—we 
want no pauper class. The schools must 
teach our young people so to manage their 
own personal affairs as to insure them 
to lead lives that have an economic worth 
to society. Business must provide plans 
for its workers, to enable them not only to 
earn but also to save, so that the teaching 
of the schools will not prove an illusion in 
practice. Do these things, and we will have 
no pauperism in America. Neglect to do 
them, and we will ultimately develop pauper- 
ism—a nation’s worst social crime. 

It is not enough that employers give bo- 
nuses to their employees, provide pensions 
for old age, grant periodical raises in sal- 
ary, provide group insurance and facilitate 
the purchase of stock in the employing com- 
pany. All these things are fine, but they 
lead nowhere if they merely result in in- 
creased means for individual extravagance 
and accentuated lack of responsibility on 
the part of the recipients. In order to at- 
tain their full social value, these measures 
must be accompanied by a scientific eco- 
nomic program, giving workers an intelli- 
gent plan directing them toward successful 
financial management of their personal in- 
come. 

Such a plan must be organized on a 
broad conception, reaching deeply into the 
economic lives of wage-earners and dem- 
onstrating in practical ways the value and 
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personal expediency of orderly living and 
careful management of their incomes. Em- 
ployers should sit down with their people 
and talk this thing out, man to man. They 
should make it clear that salary increases 
are not given merely to increase a work- 
er’s spending money, or that pensions or 
group insurance are intended to provide 
luxuries at old age. They must not be al- 
lowed to think that possession of a few 
shares of stock in the company is in itself a 
complete financial program. 

Every raise in salary, bonus, pension plan 
or other contribution to the economic wel- 
fare of a firm’s employees should be con- 
sidered as a well understood part of a clearly 
defined plan. Such benefits should be based 
not only upon length of service, loyalty to 
the job or quality of work, but also upon 
the amount of intelligent interest the em- 
ployee shows in his own welfare and in 
a provident consideration for the needs of 
himself and his dependents in the future. 

In other words, there must be brought 
into the operations of industry a non-con- 
troversial influence that shall be an economic 
element of mutual benefit both to labor and 
to capital, embracing not only the amount 
that men shall earn, but also the way they 
use what they receive. 

This is a work of educational direction, 
both in school and in business. Our own 
great business and profession, banking, real- 
izes its educational obligations and is mak- 
ing many efforts to meet them. Let me list 
a few of the things that bankers are doing 
through the American Bankers Association : 


All Working Against Waste 


TS Institute of Banking is developing 

thousands of better qualified and more 
ambitious workers each year for you—thou- 
sands of economically educated young bank 
people. 

Its Savings Bank Division is continually 
inculcating the doctrine of thrift. 

The State Bank Division is working un- 
ceasingly to wean people away from unwise 
speculation and investment in fake schemes. 

The Agricultural Commission has a 100 
per cent organization available to reach every 
county in the United States for holding 
banker-farmer conferences to bring to the 
farmer greater economic understanding of 
his business. 

The Public Relations Commission is con- 
ducting a nation-wide publicity campaign 
to educate the public in making greater and 
more intelligent use of banks, in gaining a 
sounder investment attitude through bank 
advice and in avoiding loss to themselves 
and banks from criminal operations involving 
bank transactions; to thousands of publi- 
cations weekly it is supplying sound economic 
thought. 

The Public Education Commission is 
reaching millions of people through thou- 
sands of talks each year in the schools on 
banking and kindred economic subjects; it 
is doing a great work in starting economic 
education in the schools. 

Finally the Association has just set about 
creating an Educational Foundation to pro- 
vide increased opportunities for young people 
in colleges throughout the country to avail 
themselves of economic education. 

In these many ways American banking is 
meeting its educational obligation for the 
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public good and for the good of banking, 
because the more economic-minded the pub- 
lic becomes, the more secure is the basis 
of banking’s own prosperity. 

The membership list of the American 
Bankers Association, embracing about three 
fourths of the banks in the country, orga 
nizes and binds together the great business 
of banking for action for the common good. 
One great method by which it is serving 
this aim is through benefits it is rendering 
more specifically to banking. 

Its Clearing House Section is extending 
the clearing house idea, imparting the most 
practical methods devised for group coop- 
eration among banks. 

The National Bank Division, always 
watchful of ways to serve all national banks, 
is helping the practical installation and de- 
velopment of trust departments in national 
banks. 

The Trust Company Division is working 
in many ways on the vital question of state 
and Federal taxation, opposing unjust prac- 
tices, duplication and other evils, and is also 
opposing bills aimed to restrict unduly trust 
company operations. 

The Commerce and Marine Commission is 
bringing about a satisfactory settlement of 
American bank claims in Germany. 

The Committee on Federal Legislation has 
a thorough-going national organization to 
use all proper means to guide legislation 
affecting banking along lines for the com- 
mon weal. 

The Committee on Non-Cash Items is 
presenting the case of the Association oppos- 
ing collection of non-cash items by the Fed- 
eral Reserve Banks before the Federal Re- 
serve Board. 

The Committee on State Legislation is 
bringing about  in¢reasing uniformity 
throughout the country in state legislation 
affecting banking. 


Where Unfairness Prevails 
in Taxation 


HE Committee on State Taxation is 

studying the ways in which tax laws 
operate in reference to banks with a view of 
formulating and pressing remedial legislation 
where unfairness prevails. 

The Insurance Committee has completed 
and copyrighted the new American Bankers 
Association Standard Form Bank Burglary 
and Robbery Policy, which clarifies this im- 
portant subject throughout the country, and 
is working on the question of a proper 
blanket bond. 

The Legal Department, beside working 
with the legislative committees in developing 
desirable legislative policies, is ever on guard 
against undesirable measures. 

The Public Relations Commission is pub- 
lishing the AMERICAN BANKERS ASSOCIATION 
JourRNAL, the greatest banking and economic 
journal in the country. 

The Protective Committee is grappling 
successfully with the critical bank crime 
situation, both promoting successful investi- 
gation and prosecution of crimes committed 
and also aiding banks in developing de- 
fensive and preventive measures. 

The State Secretaries Section is promot- 
ing the interchange of successful state meth- 
ods to combat bank crimes and also coop- 
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The Greatest Asset Any Bank 


Can Have 


By REUBEN A. LEWIS, JR. 


Comptroller of the Currency McIntosh Considers an Active and 
Painstaking Board of Directors the Best Assurance for Safety. 


Head of National Banking System Opponent of Branch Banking. 
Some Sections Have Too Many Banks. Favors McFadden Bill. 


active and painstaking board of 
directors is the best assurance 
for safety that a bank can have. 

In holding post-mortem exami- 
nations over banks that have met with 
disaster, I do not believe one can find a 
dozen banks which, prior to the beginning 
of their embarrassments, were supervised 
by an active, alert and conscientious board 
of directors.” 

This observation was made by a man 
who should speak with authority. For it 
came from Joseph W. McIntosh, the Comp- 
troller of the Currency. As the head of 
the national banking system, it is his duty 
to supervise the nine thousand banks and 
to see that they are properly managed and 
kept in a solvent condition. At least twice 
a year, the operations of every one of 
institutions—ranging in size from 
the vast metropolitan institutions to the 
smallest country bank with its modest cap- 
italization of $25,000—come in for a critical 
inspection on the part of examiners on the 
Comptroller’s staff. To his lot falls the un- 
happy duty of directing the closing of banks, 
which are found to be in a condition where 
the protection of the public interest calls for 
this summary step. So when the Comptrol- 
ler asserts that less than twelve bank crashes 
have come to his attention where the direc- 
tors were alive to their responsibilities, the 
observation may properly be regarded as 
having some significance. 
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Banking Practice Improving 


HE Comptroller is not pessimistic nor 
critical, for it is his judgment that bank- 
ing practice in the United States has been 
and is steadily improving. Nevertheless, Mr. 
McIntosh ventures the opinion that an active 
and intelligent board of directors is the 
greatest asset that any bank can have and 
affords the greatest assurance to the de- 
positors that their funds will be secure. 
When President Coolidge last December 
sent the nomination of Mr. McIntosh to the 
Senate as Comptroller of the Currency, it 
is safe to say that he was known to only a 
small proportion of American bankers. He 
had served jor more than a year as deputy 
comptroller under the administration of 
Henry G. Dawes but his work as a deputy 
did not put him prominently before the pub- 
lic eye. 
Since assuming the role of Comptroller 
Mr. McIntosh has not appeared much in the 
public prints. ‘ 


But while the Comptroller has not hast- 
ened to broadcast his views on various mat- 
ters of interest to the American bankers, it 
should not be inferred that he does not en- 
tertain very positive ideas. 


Against Branch Banking 


UTSTANDING is his view on branch 

banking. Mr. McIntosh is firmly op- 
posed to branch banking but he believes that 
national banks should be permitted to estab- 
lish additional offices, within the limits of 
the municipality in which they maintain 
their principal offices, in those cities where 
the state banks are permitted to have 
branches. The Comptroller maintains that 
it is not fair to denominate this as branch 
banking, but properly “community banking” 
or, in other words, the provision of addi- 
tional facilities for the customers of the 
bank. 

“It is a misnomer to refer to the McFad- 
den bill as a ‘branch banking bill,’” Mr. 
McIntosh states. “It more aptly might be 
described as an anti-branch banking meas- 
ure. It merely permits a national bank to 
extend its facilities within the bounds of the 
municipality in which it has its principal 
offices. This is altogether different from 
branch banking as carried on in other coun- 
tries. If a commercial bank, located, as 
such an institution should be, at the business 
and financial center of its community, opens 
an office in another section of the town, it is 
merely providing additional facilities for its 
customers. The bank depends upon the 
community as a whole for its business, and 
it has become absolutely necessary that it 
should be permitted to afford convenient 
facilities to its clients in all sections where 
the state banks are carrying on business in 
this manner. To do this, after all, is not 
branch banking; it is community banking. 

“Contrast such a system with one which 
contemplates the establishment of branches 
in cities or towns other than that in which 
the parent bank is located. These branches 
may extend to distant parts of the state; 
they may be numerous enough to cover a 
large part of a state; they sometimes reach 
even beyond state lines. In such a wide- 
spread institution, the directors can in the 
nature of things have little familiarity with 
either the responsibilities or the financial re- 
quirements of clients who live in distant 
places. They cannot possibly know their 
problems and needs. They can only accept 
their deposits and make such local loans as 
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legislation shall pass. 


the branch manager may recommend, and 
the advisability of which can be established 
without more intimate contacts. This is 
really branch banking. It may properly be 
called absentee banking, and there is no pur- 
pose or thought of introducing it into the 
national system. 

“But so long as such broad powers are 
conferred upon state institutions by the laws 
of their commonwealths, there can certainly 
be no sound objection to the really modest 
measure of relief which it is proposed to ex- 
tend to national banks which must compete 
with them. It is vitally important to the 
future of the national banking fabric and the 
Federal Reserve establishment that this 
I do not believe that 
any state banker, who will take a fair view 
of the whole situation and duly weigh its 
importance in relation to the Federal Re- 
serve System, can possibly justify himself 
in opposition to it.” 


For Liberalizing Charters 


HE Comptroller is in favor of making 

the terms of the national bank charters 
liberal enough to induce the smaller banks 
to join the national system. He will make 
such a recommendation to Congress and, 
for this reason, is prepared to support the 
McFadden bill, which seeks to modernize the 
national bank act and put the federally char- 
tered institutions more nearly on a parity 
with the state institutions. 

“The naional banking system occupies a 
position in our financial structure that could 
not possibly be occupied by any other,” he 
states. “It represents a unification and co- 
ordination of financial power that has been 
of incalcuable benefit to the nation; and that 
benefit has by no means been confined to 
national banks, or to the clients of national 
banks. From its beginnings, the national 
banking system has been worthy of its name, 
in that it has been truly national in scope. 
It is strong in every state and in every sec- 
tion of the country. It is represented not 
only by the great institutions of the metro- 
politan cities. but by thousands of small 
banks in the towns and in minor cities. It 
furnishes facilities alike for the greatest 
commercial, industrial and_ transportation 
concerns, and for people of the most modest 
requirements. Quite naturally and inevitably, 
after nearly a half century of successful 
operation had demonstrated its high effi- 
ciency and its remarkable adaptability to the 
country’s requirements, it was accepted as 
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the foundation on which to build the splen- 
did structure of the Federal Reserve Sys- 
tem. 


Praises Reserve System 


| ie that system there has been brought to- 
gether the power and resources of the 
national banks, and also an important sec- 
tion of the state institutions, to create a 
reservoir of credit, confidence and monetary 
power whose like has never been known in 
the business world. I know it is a hackneyed 
observation, but it is none the less a tremen- 
dously important truth, that the setting up 
of our Federal Reserve System just at the 
time when it was created, represented a 
mobilization of economic and financial power 
which, in its relations to the events in this 
world since 1914, was not less important 
than the mobilization of the greatest mili- 
tary force that was brought together for the 
World War. 

“Of course, the national banks are the 
backbone of the Federal Reserve System be- 
cause for them membership in the system is 
compulsory. On the other hand, simply be- 
cause for them such membership is volun- 
tary and dictated only by unselfish consider- 
ations of public interest and sound banking 
policy, I feel that particular recognition is 
due to the wisdom and sound public purpose 
of those state banks which have allied them- 
selves with the Federal Reserve organiza- 
tion. By adopting this course, they have not 
only broadened and strengthened the founda- 
tions of the Federal Reserve System, but 
they have effectively contributed to prevent 
the development of hostilities or antagonisms 
between the state and Federal banking es- 
tablishments. 

“This must be regarded as of very great 
importance, because the maintenance of the 
Federal Reserve System as a power in the 
financial structure, and the development of 
the fullest measure of popular confidence in 
it, is an object to be kept steadily in mind. 

“Tt is possible that the Federal Reserve 
System could function.if its membership 
were largely confined to the great banks in 
the metropolitan communities. But such a 
concentration of financial power and respon- 
sibility would be well-nigh certain to breed 
distrust and, on this account, would make it 
the more difficult for the system to enforce 
policies, however desirable, which might be 
the object of criticism. It is highly impor- 
tant that the system retain the membership 
of small national banks, because through 
them the people will be kept familiar with it 
and acquainted with its workings. 

“Thus far, experience has shown that no 
considerable proportion of small banks, other 
than national institutions, cares to join the 
system. Consequently, it is particularly im- 
portant that the terms of national bank 
charters be sufficiently liberal to induce a 
goodly proportion of the smaller banks to 
organize under the Federal statutes. In the 
long run it can hardly be expected that small 
institutions will sacrifice any significant 
measure of business advantage, for the sake 
of the national charter and the direct asso- 
ciation with the Federal Reserve System. 
If they are to be kept in the system, there- 
fore, they must be given national charters 
on the most attractive terms consistent with 
sound banking practice.” 

The new Comptroller realizes that his 


bureau can do its part in promoting sound 
banking practices and in being helpful in 
times of need. 

The right kind of an examiner, according 
to the Comptroller’s view, will do everything 
possible to save a bank from closing. While 
the basic idea of the purpose of an examina- 
tion is to determine whether the banks are 
solvent, properly managed and have their 
capital unimpaired, the Comptroller encour- 
ages the examining staff to extend their 
helpfulness beyond this boundary. 

While it is not possible to reveal in detail 
the work that some of the national bank ex- 
aminers have done to prevent banks from 
closing by cooperating with the officers and 
directors in raising money to rehabilitate 
capital, in selling depreciated assets to stock- 
holders or directors and otherwise saving 
banks from going under, it may be stated 
that the Comptroller has commended several 
of the examiners for their constructive ef- 
forts along these lines. On one occasion a 
bank examiner after exhausting all other 
resources, called a town meeting, appealed 
to the business men to subscribe the neces- 
sary capital to save the situation and suc- 
ceeded in putting the bank on its feet again. 
In another state, an examiner, finding a bank 
in bad condition, enlisted new capital, formed 
another bank and arranged for the new or- 
ganization to take over the obligations of 
the old bank. The depositors thereby were 
protected and a crash averted. The transfer 
was made so quietly that it scarcely created 
a ripple. 

In a number of instances the national 
bank examiners have caused new capital to 
flow into banks needing this stimulus, suc- 
ceeded in getting losses charged off and have 
made the banks stronger. Of course, these 
situations have been most exceptional for 
there was never a time when the fundamen- 
tal banking conditions were sounder. 


Too Many Banks 


T may take courage to say it but the 

Comptroller is frank enough to assert 
that some sections of the country are over- 
banked. Almost daily the Comptroller’s 
office is called on to pass upon applications 
for new charters. The rule of the three 
C’s is applied—for before a national charter 
is granted the Comptroller’s office must as- 
sure itself that the community needs another 
bank and its officers and directors have 
Character, Capacity and Capital. It is high- 
ly desirable that the officers who administer 
the affairs of the bank have a practical 
knowledge of the theory and practice of 
banking, according to his view. 

The chartering of a bank is far from 
being a mere formality. Not more than 
half of the applications that are submitted 
to the Comptroller’s office for the charter of 
a national bank are honored and all are 
looked into carefully before favorable action 
is taken or the plea denied. 

On the question of whether the United 
States already has too many banks, this is 
what Mr. McIntosh says: 

“To state it moderately, I am convinced 
that the country, as a whole, has quite as 
many banks as it needs, and that some sec- 
tions have more than they need. These re- 
gions would be better served with fewer, 
stronger and better managed banks. I wish 
the bankers of the country could have op- 
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portunity thoroughly to familiarize them 
selves with conditions in some areas which |! 
feel amply justify the recommendation of 
greater care and consideration before issu 
ing bank charters. 

“T do not believe that charters should be 
too freely granted merely because a group 
of men, perhaps lacking in financial respon- 
sibility or in understanding of the sound 
principles and practices of banking, get to- 
gether and decide to start a bank. Not in- 
frequently, even if it be to the interest of 
the promoters, it is to the positive dis- 
advantage of the community. Particularly 
should there be rigorous and unremitting in- 
sistence upon the character, integrity and 
financial soundness of bank organizers.” 


The Banks’ Greatest Asset 


to the Comptroller, virtual- 
ly all of our bank crashes may be at- 
tributed to the failure of the directors to 
live up to their responsibilities in seeing that 
the institutions are kept in a liquid, sound 
condition. 

“The chief cause of bank failure is im- 
provident administration—unwise loans of 
the banks’ assets without proper security,” 
Mr. McIntosh observed. “Few good banks, 
managed by thoroughly equipped bankers, 
have met with disaster and it will always be 
highly exceptional for a sound institution in 
the hands of thoroughly competent men to 
be compelled to close its doors. 

“During my service as Deputy Comptrol- 
ler and Comptroller I have learned greatly 
to prize the services of the great body of 
directors, who give so much of their time 
and ability to the banks. Among _ banks 
that have experienced disaster, I do not be- 
lieve that there are a dozen banks which, 
prior to the commission of acts that led to 
their embarrassment, were supervised by ac- 
tive and painstaking boards of directors. 

“When I was in the banking business I 
may confess that I was sometimes tempted 
to regard a too active director as something 
of a nuisance. But, in light of a strenuous 
service in the division of the Comptroller, 
I have become profoundly convinced that an 
active and intelligent board of directors is 
just about the greatest asset that any bank 
can have. 

“While it may not be practicable for the 
directors to pass upon all of the loans made 
by the officers of the bank, they should keep 
a close watch over the loans and investments 
that are made. The Supreme Court has re- 
peatedly held that the directors of a national 
bank must exercise ordinary care and pru- 
dence in the administration of the affairs of 
a bank. 

“While the duties and liabilities of direc- 
tors are clearly set forth in our banking 
laws, it can hardly be gainsaid that all of 
the directors do not properly regard them. 
While it may not be possible for the di- 
rector to have an intimate knowledge of all 
the banks’ operations, he should watch the 
vital parts. One of the greatest dangers is 
that of loaning too much money to bor- 
rowers, who are related in various ways. 
The directors should consider the liabilities 
of the larger borrowers to see that the bank 
does not get overextended. Loans made to 
directors or to firms in which directors are 
interested should be scanned closely, and it 

(Continued on page 758) 
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The Foreign Loan Item in Your 
Own Income Tax 


By WILLIAM P. HELM, JR. 


If the Seven Billion Dollars of Government Loans Remaining 
Unfunded Are Funded Before Congress Meets the American 
Taxpayers’ Burden Might Be Reduced by $213,000,000. Re- 
duction of One-Third in Income Taxes Might Be Worked Out. 


AST and west of the Atlantic, con- 
fusion has attended our five-year 
discussion of America’s foreign 
loans. Sentiment has clashed with 
reason, argument with logic, yesterday’s 
memories with today’s interest rate. 

Let us go to the record to ascertain the 
facts. Possibly they may furnish a basis 
for negotiating with our nine debtor nations, 
recently asked to put their accounts into 
more satisfactory shape. 

First of all, who borrowed our money 
and when was it borrowed? The record is 
plain. Here is its answer: 

Five of the nine debtor nations did not 
begin to borrow American dollars till after 
the war had ended and the world had started 
on its way to peace. Those nations are 
Esthonia, Latvia, Czechoslovakia, Rumania 
and Greece. The first three nations could 
not have borrowed earlier because they did 
not exist as nations. 

Two of these nations, Esthonia and Lat- 
via, borrowing relatively small sums, have 
indicated an eagerness to negotiate. It is to 
be assumed that satisfactory arrangements 
can be made without delay in their cases. 

Czechoslovakia began to borrow four days 
after the Armistice when she obtained $5,- 
000,000. In 1919 she went nine times to the 
American treasury and was granted more 
than $49,000,000. In 1920 she called at the 
treasury six times and obtained nearly $7,- 
000,000. 

Rumania found her way to the American 
treasury for the first time on February 8, 
1919, nearly three months after Germany 
had laid down her arms. Four times there- 
after during 1919 did the Rumanian envoy 
tread the pleasant route to our national 
counting house. On each occasion he de- 
parted with $5,000,000. 

Greece’s envoy waited more than thirteen 
months after the Armistice before getting a 
loan. The first American cash to go to 
Greece went in the form of a $5,000,000 loan 
December 15, 1919. In 1920, the Greek en- 
voy went back twice, in January and Sep- 
tember, obtaining $5,000,000 more on each 
occasion. 

Manifestly, none of the dollars loaned 
these five nations went to maintain armies 
in the field or warships on the sea. The 
enemy had surrendered long before the first 
of those millions left our treasury. The war 
had ended. The armies were disbanding. 
The combatants were turning to the ordi- 
nary ways of peace. 


For what, then, did our dollars go? The 


answer seems entirely clear: For recon- 
struction. For what else could this money 
have been spent? 

So much for the debts of these five na- 
tions. Let there be no misunderstanding 
about them. Every dollar of their debts 
was contracted after the war had ended. 
None of them matched their armies against 
our dollars—a favorite contention abroad. 
On that point the record is unmistakable. 


The Other Four Debtor Nations 


HAT about the other four nations? 

Take Serbia, the smallest, first. She 
borrowed a handful of thousands in excess 
of $10,000,000 prior to the Armistice and 
somewhat in excess of $16,000,000 after the 
Armistice. During the war she sent her 
representative to our Federal treasury thir- 
teen times, each time for a small loan. Dur- 
ing the reconstruction period she sent him 
there five times, each time for a relatively 
larger loan. 

Two-fifths of her borrowings, or there- 
abouts, were poured into war work; three- 
fifths into reconstruction. 

Next in importance comes little Belgium, 
cockpit of Europe. While the German heel 


Emile Daeschner, the new French 

Ambassador to the United States, who 

represents the largest debtor on the 
list at the American capital. 
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was crushing her during the war she bor- 
rowed money from the American govern- 
ment fifty-seven times for a total of $171,- 
800,000. After the Armistice she obtained 
forty-two loans totaling $177,400,000. She 
needed the money for reconstruction and 50 
per cent of the principal of her present debt, 


_ the record discloses, was contracted after 


the Armistice. 

It is noteworthy that Belgium was among 
the first to respond to the American funding 
suggestion. 

Second in size among our outstanding un- 
funded loans is that owing by Italy. The 
record discloses again that much of the bor- 
rowing was for post-war purposes. All 
told, Italy borrowed $1,631,000,000. Of that 
sum, $1,031,000,000 was borrowed during the 
war and $600,000,000 subsequent to Armis- 
tice Day. 

France stands first among the nations 
whose debt is unfunded. Her borrowings 
reached the principal sum of $2,997,000,000. 
Of that, she obtained $1,970,000,000 prior to 
the Armistice and $1,027,000,000 in the 
twenty-two and one-half months immediate- 
ly following the Armistice, during all of 
which time our government was giving 
financial succor to its late associates. 

It is a remarkable coincidence, yet never- 
theless it is written on the record, that our 
debtors, excluding Great Britain, whose debt 
has been funded, went to the American 
treasury to borrow money 191 times prior 
to the Armistice and exactly the same num- 
ber of times subsequent thereto. 

Thus for every trip made by a foreign 
envoy to get money to help hold the common 
enemy at bay, another trip was made by a 
foreign envoy after the enemy had been sub- 
dued. The sum loaned during the war, nat- 
urally, was much greater than that loaned 
afterwards. 


Who Will Pay? 


O much for that. Now for the second 

question: Suppose the nine nations do 
not fund their debts to us, who will pay 
them? 

The American taxpayer. That means, 
very largely, the American business man and 
the American banker. 

The American treasury has made no ar- 
rangements whatever to retire $5,578,000,000 
in Liberty bonds which were issued to make 
possible the foreign loans we are now en- 
deavoring to have funded. Virtually all 
other outstanding Liberty bonds have been 


738 


placed on a sinking fund basis. With re- 
spect to about $11,000,000,000 we are paying 
into the sinking fund annually 244 per cent 
as a minimum. That will retire the issue, it 
is estimated, in 25 years from the time the 
arrangement began, in 1920 or 1921. 

Great Britain’s funding agreement will 
take care eventually of about $4,000,000,000 
more of our outstanding Liberties. But no- 
body, save the American taxpayer, will take 
care of the retirement of the remaining $5,- 
578,000,000 if our foreign debtors decline to 
do so. 

Hence the importance to the American 
taxpayer of the present move to have our 
foreign accounts put in better condition. To 
succeed means dollars in his pocket; to fail 
means dollars out of it: About $376,500,000 
a year for twenty-five years to come, to be 
fairly accurate, that sum representing the 
annual tax levy to provide interest and sink- 
ing fund payment. 

Naturally thousands of business men and 
other taxpayers who understand the situa- 
tion are applauding the government’s recent 
move. Nobody wants to pay $376,500,000 a 
year for twenty-five years to meet another 
fellow’s bill. 

As a matter of fact, however, American 
taxpayers today are being assessed $237,000,- 
000 a year in taxes to pay interest on the 
foreign loans to our nine debtors. The 
debtors have not paid the interest thus far 
and, obviously, somebody must. The Ameri- 
can taxpayer has been patiently digging up 
the money and handing it over until, during 
the past four and one-half years (marking 
the time since we quit lending money to any- 
body) he has paid more than $1,000,000,000 
in interest on money loaned to France, Italy, 
Belgium and the others. 


Difference in Income Tax 


OST taxpayers do not realize it, but 
between one-seventh and one-sixth of 
their income taxes at present is imposed 
upon them solely because these nine foreign 
debts have not been put thus far on a basis 
where the debtors will pay the interest. 
Here is the annual assessment against 
American taxpayers to meet interest on 
loans to: France, $142,000,000; Italy, $70,- 
000,000; Belgium, $16,000,000. The other 
six nations trail down to $200,000 a year in 
the case of Latvia. 
How can that be? To make it clear, let 
us remember that all the money loaned these 


AMERICAN BANKERS ASSOCIATION JOURNAL 


nations was raised on Liberty bonds issued 
by the government during the war; that 
these bonds are still outstanding; that they 
bear an average interest rate of 4% per 
cent. Then get out your pencil and let 
nature take its course. 

Some of us may want to know, in the 
next place, what these nations have done 
toward putting their accounts in_ better 
shape. Nation by nation, here is the defi- 
nite, concrete result up to the date of the 
recent move in the case of each of the nine 
debtors: 


Italy 

Belgium 
Czechoslovakia 
Rumania 
Greece 
Esthonia 
Tugoslavia Nothing 

So much for results. But there have 
been gestures, some hearty, some feeble, 
looking toward repayment. France’s Cham- 
ber of Deputies had warmly applauded a 
fiery speech by a minority member looking 
crosseyed toward repudiation. Then, having 
shown her heart, she used her head and de- 
clared it was an honest debt and would be 
paid. 

As this is written a French proffer seems 
in the making. The writer, having studied 
the heart of the French trader, is willing to 
hazard the prediction that the proffer will be 
utterly unsatisfactory to the American gov- 
ernment and that it will be enthusiastically 
rejected without serious consideration. After 
one or two bids of that sort, obviously made 
for bargaining, France will get down to 
business and fund her obligation. 

The French love to haggle over prices and 
terms. They offered us $150,000,000 for all 
our surplus stores in France after the 
Armistice. And after long haggling they 
took them at $400,000,000. 

Italy has murmured unofficially something 
to the effect that she would like to see the 
debt funded. 

Belgium has taken definite steps to fund 
her obligation. In her case the funding 
negotiations probably will be clean-cut and 
expeditious. There will not be much diffi- 
culty about the Belgian debt. 

Czechoslovakia has manifested good in- 
tentions over a period of two years and 
some progress has been made toward adjust- 
ment. 

Rumania has done nothing. 

Neither has Greece. 


Nothing 
. Nothing 
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Esthonia and Latvia have been consider- 
ing the subject and the Esthonian Minister 
has conducted conversations with the Debt 
Funding Commission with funding in view 
for more than a year. The Latvian cabinet 
has been considering the problem and in 
tends to meet it as best Latvia can. 

Jugoslavia has notified the American goy 
ernment that she has her debt in mind but 
that her economic and financial conditions 
have been such as to prevent her desire t: 
fund from being translated into realization 


Success Means Tax Reduction 


ND now we come to the final question: 

What will it mean to the American 

taxpayer if the present move to fund suc 
ceeds ? 

The answer is easy: Tax reduction. The 
principal amounts to about $5,578,000,000, 
the accrued interest to about $1,522,000,000 
additional. That makes $7,100,000,000 to be 
funded. 

If it is funded on the same basis as the 
British debt, the annual interest payment on 
the whole will amount to $213,000,000- 
when such payments begin. There may be 
an interval during which no interest will be 
paid, but annual incoming interest of $213,- 
000,000 would be a distinct relief to Ameri- 
can taxpayers. It would lighten their pres- 
ent burden by just that sum. 

It is estimated that we shall have an op- 
erating surplus next year of about $373,- 
000,000 which will be available for tax re- 
duction. If our foreign loans detailed above 
are funded by the time Congress meets, and 
are funded on the same terms as the British 
loan—two big “ifs’”—there would be need to 
raise $213,000,000 less by taxation. 

Add that $213,000,000 in tax relief to the 
$373,000,000 surplus and the handsome total 
runs to $586,000,000. Bear the figure in 
mind a moment, it is relevant. 

Now let us digress a moment to the in- 
come tax returns. We expect to take in, 
via that method, about $1,660,000,000 during 
the present fiscal year which ends June 30. 

Next year the estimated income tax re- 
ceipts, under present schedules, run to about 
$1,700,000,000. 

Suppose we should find it necessary to 
raise $586,000,000 The 
amounts to about one-third. 


less? reduction 


Program for American Institute of Banking Convention Outlined 


Business Development and Ad- 
vertising—O. F. Meredith, assistant cashier, 


HE departmental conference as a clear- 

ing house for the inter-change of ad- 
vanced banking thought, will hold its place 
as the outstanding feature of the annual 
convention of the American Institute of 
3anking, which will be held at Kansas City, 
Mo., July 13-17. A conference on nine of 
the important phases of the banking profes- 
sion, each under the direction of an authority 
on the subject, will consider every-day bank- 
ing problems that arise in the several de- 
partments. 

The general sessions of the convention will 
consider matters of unusual interest to the 
56,000 members scattered throughout the 
United States and will be addressed by na- 


tionally known speakers. 
It is expected about 1600 delegates will 
be in attendance at the cot. ention. 


EADERS have been appointed for the 
departmental conferences and the topics 
to be treated have been outlined. 

The conference on “Audits and Examina- 
tions” will be under the leadership of S. A. 
Wardell, General Auditor of the Federal 
Reserve Bank of Kansas City. 

The other leaders are: Bank Administra- 
tion—Harrv S. Cohen, vice-president, Citi- 
zens and Southern Bank, Atlanta. Bonds 
and Investment—Claude R. Davenport, of 
Frederick E. Nolting & Company, Rich- 


mond, Va. 


Bank of America, New York City. Checks 
and Collection—Melvin H. Thies, assistant 
to the officers of the Union Trust Company, 
Chicago. Credits—Clarence R. Chaney, as- 
sistant cashier, Northwestern National 
Bank, Minneapolis. Foreign Trade and 
Foreign Exchange—William B. Thurston, 
Jr., assistant secretary and treasurer, Balti- 
more Trust Company, Baltimore. Savings 
Banking—Roy C. Van Denbergh, vice-presi- 
dent, The Savings Bank of Utica, Utica, 
N. Y. Trust Functions-—R. R. Bixby, as- 
sistant trust officer, Mercantile Trust Com- 
pany, San Francisco. 


German Banks’ First Stable 


Money Year 


By ROBERT CROZIER LONG 


Many Interesting Deductions Made from the Spring Balance 


Sheets. 


1924 Wasa Year of Recovery. Drastic Retrenchment 


and Contraction. Many Employees Dropped. Rate of Increase 
of Deposits Misleading. Doubt as to Extent of Real Profits. 


HE German commercial banks 
concluded on December 31, 1924, 
their first complete year of stable 
money operations since 1913. A very 
rapid movement back toward pre-war con- 
ditions is the result shown by the balance 
sheets for that date. These balance sheets, 
which appeared this spring, are the first 
to show anything like normal conditions. 
The balance sheets issued one year earlier 
—the legislatively enforced “opening gold 
mark balance sheets” of January 1, 1924— 
had only a limited significance. They, in- 
deed, showed with sufficient clearness how 
capital and reserves had been devoured ‘by 
the currency depreciation until, when stated 
in gold marks, they totaled less than one- 
third of the pre-war figures. But they gave 
no inkling as to the normal dimensions of 
post-war banking business. The reason was 
that at the date for which these sheets 
were compiled the new stable currency had 
been in existence only six weeks. Neither 
corporations nor private individuals had any 
liquid resources worth mentioning. The 
whole currency then 
circulating had a 
gold value of only 
2.300 million marks, 
as against over six 
billions circulating 
before the war. The 
totals of deposits 
and loans were whol- 
ly insignificant. For 
all practical purposes 
the banks might 
have been new insti- 
tutions dating only 
from the stabiliza- 
tion of the preceding 
November and mere- 
ly beginning to at- 
tract customers. 
Conditions at the 
end of 1924 were 
very different. The 
stabilized paper mark 
and the new renten- 
mark had held firm 
for over a year, and 
the Dawes _ gold 
mark, or quasi gold 
mark, was already in 
circulation. The to- 
tal of currency in 
circulation had near- 
ly doubled to 4,300 


millions, this without any inflationist effects. 
The volume of real business had increased; 
large sums hoarded abroad in order to avoid 
depreciation had been brought home, and the 
flood of foreign credits induced by the Dawes 
Reparations settlement was already high. 
Although the banks’ own resources remained 
small, no leading bank having increased its 
capital during the year, the increase in pub- 
lic deposits made possible a revival of lend- 
ing. Hence for the great banks 1924 was a 
year of recovery; and with exception of 
capital, all balance sheet totals at the end of 
the year were very much larger than at 
the beginning. 


The Other Side of the Picture 


HAT is one side of the picture. The 

other side is drastic retrenchment and 
contraction. It was the anomaly of German 
banking in post-war years that the lower 
the values which it dealt in, the greater was 
the organization required. In the second 
half of 1923, when the currency depreciation 


Where the Rentenmark is administered in Berlin 


was wildest and fastest, and when the whole 
nation’s bank deposits had a lower gold 
value than the deposits of a single American 
bank, the great Berlin banks had the largest 
number of branches on record, and they had 
four times as many employees as in the best 
pre-war years. There were various causes 
for this. As the depreciation progressed, 
the number of separate banking transac- 
tions increased, though their average indi- 
vidual value (in gold) sank. The mere 
physical labor of dealing with tons of paper 
money and of keeping accounts in billions 
and trillions was great. There were enor- 
mous dealings in foreign exchange. Final- 
ly there was compulsion to execute official 
restrictions regarding exchange dealings and 
to obey official regulations for the control 
of capital export and taxation. The lead- 
ing banks, however, expanded for another 
reason. They absorbed scores of small bank- 
ing concerns already under their influence 
which were unable to withstand the deprecia- 
tion strain. Whereas in 1913 the seven lead- 
ing Berlin banks had 122 branch offices, to- 
day they have 788. 
Whereas in 1913 
they had some 30,- 
000 employees, in the 
crisis of 1923 they 
had over 130,000. 

This expansion, or 
rather hypertrophia, 
underwent a radical 
reversal as soon as 
the mark was stabil- 
ized. The causes of 
extra labor mostly 
disappeared ; the 
state’s demand for 
uncompensated assis- 
tance mostly ceased. 
But even fourteen 
months after the 
stabilization the 
banks had twice as 
many officials as be- 
fore the war. 

Some banks re- 
duced the number of 
their employees to 
less than one-third. 
But the process of 
reorganization and 
retrenchment is not 
at anend. The table 

Underwood & Underwoo! on the next page 
shows the cuts: 
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No. of Branch Offices 
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No. of Employees 


1913 1924 1913 1923 1924 
Commerz and Privat..............++.. 6 251 4,500 26,000 10,260 
Berl. Handelsgesell ............--.--- 0 0 500 1,400 627 
Mitteldeutsche Cred. ................. 17 25 ee 4,300 1,400 


Until fully normal conditions return it 
will be a rule of German banking that the 
smaller the number of employees, the greater 
is the amount of business done. 

The year 1924, which saw such drastic 
retrenchment, was in fact a year of re- 
covery in volume of real business. Deposits 
and loans increased to within measurable 
distance of pre-war figures; and as com- 
pared with the badly shrunken totals of 
the beginning of the year they increased 
about threefold. The total positions as re- 
gards deposits and loans of the seven chief 
banks, as compared with a year before and 
with the end. of the last pre-war year, are 
shown below: 


This apportionment of liabilities is con- 
sidered unfavorable from point of view of 
savings. It shows, nevertheless, a great 
improvement as compared with the begin- 
ning of 1924. Whereas public claims upon 
the five banks then totaled 78414 millions, or 
about one-third of the total shown at the end 
of the year, the amount on deposit for longer 
than seven days was only 4,800,000 marks, 
so that during the year it increased seventy- 
seven fold. The amount on deposit for 
longer than three months increased ten fold. 
This tendency of long-term deposits to in- 
crease is shown also in the bi-monthly bal- 
ance sheets for February 28, 1925. 

The first stabilization year must be re- 


DEPOSITS LOANS 
Dec. 31, Jan. 1, Dec. 31, Dec. 31, Jan. 1, Dec. 31, 
1924 1924 1913 1924 1924 1913 
In Millions of Marks 
Dewteche 864 349 1,580 389 183 638 
684 189 958 312 83 624 
669 195 847 291 96 619 
378 144 315 169 70 198 
131 32 296 57 15 243 
Cred. 62 16 130 34 10 137 
3,470 1,141 1,605 564 2,850 


Rate of Increase Is Misleading 


HE rate of increase in deposits varies 

very much between individual banks, but 
is everywhere considerable. In comparing 
the deposits with prte-war figures, it must 
be borne in mind, on one hand, the decline 
in area and population served, and the fact 
that currency circulation in 1924 averaged 
only about half the pre-war circulation; on 
the other hand, that gold prices have risen 
since 1913, so that a given volume of busi- 
ness is represented by a larger banking trans- 
action. 

It is unsafe to assume that the growth of 
deposits in 1924 signifies wholly or even part- 
ly a re-accumulation of capital. 

Foreign loans and realizations of hoards 
of foreign currency probably played a role 
in the increase; and against the interpreta- 
tion that increased deposits mean increased 
savings stands the fact that the percentage 
of long term deposits is much smaller than 
before the war. Not all banks display their 
current liabilities so as to show this. The 
status as regards current liabilities of five 
banks (omitting the Deutsche and_ the 
Commerz-und-Privat) on December 31, 1924, 
was as follows (in millions of marks) : 


Own liabilities 9.9 
Liabilities on credits utilized by 
customers with third parties .... 149.0 
Balances of German banks........ 346.6 
Deposits free of commission ...... 761.3 
Therof: 
Due within 7 days .......... 378.8 
up to 3 months .......... 373.3 
after 3 months ........ 14.6 
Other Creditors 1,132.5 
Thereof: 
Due within 7 days........... 664.3 
up to 3 months ........ 412.3 
after 3 months ........ 45.6 
2,399.3 
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garded as satisfactory from point of view 
of recovery of business. Whether it can 
be regarded as satisfactory from the view- 
point of the banks as profit-earning institu- 
tions is doubtful. On certain points the 
profit and loss accounts of nearly all the 
banks agree. The gross profits not only 
recovered fully, but they far exceeded the 
highest pre-war figures. But against this 
was everywhere a growth in expenditure on 
administration and on taxes which reduced 
net profits to much less than before the war. 
While, therefore, the dividend rates were as 
a rule satisfactory, they were made pos- 
sible only by the fact that capitalizations, 
after the scaling down of a year ago, are 
smaller than before the war. That is the 
situation as shown on the face of the ac- 
counts. A good deal of doubt exists as 
to how far the real profits have been shown. 


Banks Must Pay As They Go 


HE Darmstaedter-und-National Bank’s 

annual report says quite frankly, “We 
have not shown the profits earned under the 
headings of permanent investments, syndi- 
cates and stocks and shares, but have em- 
ployed them in strengthening our hidden 
reserves.” The other banks have done the 
same, more or less. As a result of this 
policy, the Darmstaedter-und- National Bank 
is obliged to show the whole 100 per cent 
of its gross profits as coming from “interest 
and commissions.” The other banks admit 
only very small profits from other sources; 
thus to “interest and commissions” the 


Deutsche Bank attributes 96.2 per cent of 
its gross profits, the Disconto Bank 86.4 per 
cent, and the Dresdner Bank 99.3 per cent. 
It is a fact that a much greater proportion 
of profits come from loan transactions than 
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before the war. In the greater part of 
1924 the profitable capital emission market 
was dead; new share issues were insignifi- 
cant, and months at a time passed without 
the floating of a single internal bond issue 
Except for a few weeks at the beginning 
and end of the year, Bourse business was 
almost equally dull. At best Bourse busi 
ness is nowadays hardly profitable; owing to 
the scaling down of share values and to the 
depreciation of public bonds, few of which 
quote 1 per cent of their nominal value, 
the security values dealt in average much 
lower than formerly, and the bank’s average 
commission is correspondingly low. This, 
according to the banks’ own statements, is 
the source of the enormous, much resented 
disparity between rates of interest on credits 
and debits, a disparity reaching 100 per 
cent and sometimes more. Banks, say sev- 
eral of the annual reports, must pay their 
way and earn something for their share- 
holders. As some of the most profitable pre- 
war sources of gain have dried up, increased 
profits from credit transactions must take 
their place. 

The bank accounts show, however, that 
this would not be necessary were expendi- 
ture only normally higher than the pre-war 
level. Expenditure, however, is abnormally 
higher. This applies both to cost of ad- 
ministration, of which the chief item is 
salaries, and to taxes. In 1913 administra- 
tion and taxes of the seven chief banks 
absorbed 42.1 per cent of gross profits; in 
1924, 86 per cent. The disparity is all the 
more marked if the smaller dimensions of 
the banks, as measured by their capitals, is 
taken into account. In 1913 administration 
and taxes amounted to 7.6 per cent of total 
capital; in 1924, to 57.3 per cent. In the 
cases of a couple of banks administration 
costs and taxes exceeded 90 per cent of 
gross profits, and even exceeded the whole 
capitalizations. 


Retrenchments and Salaries 


HE retrenchments of 1924 yielded the 

banks very little relief. In general the 
accounts do not show how much of expen- 
diture went on salaries, how much on bo- 
nuses to the higher officials, and how much 
on materials, rents, etc. But the Deutsche 
Bank reports that of 87,000,000 expenditure 
69,000,000 went on salaries, and the cor- 
responding figures for the Darmstaedter- 
und-National are 61,000,000 and 40,000,000. 
Whereas the Disconto Bank reduced the 
number of its employees 45.6 per cent, its 
salary expenditure dropped only 15 per cent. 
The year 1925 will show less unfavorable 
figures, for retrenchment is still proceed- 
ing. But both in their methods of clerical 
work and in the use of mechanical labor 
saving appliances the German banks are 
far behind the American. It is their abil- 
ity to put the screw on their clients— in 
other words, the monopoly which the banks 
possess under the law restricting the open- 
ing of new deposit banks—which retards 
internal banking reform. 

If the ratio of net to gross profits in 
1913, as shown in the following table, is 
taken as normal, the ratio of 1924 must 
be considered highly abnormal. In fact, 
the whole situation is abnormal. The vol- 
ume of business is so much less than in 
(Continued on page 785) 
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Financing the Sale of Used Cars 


By BRUCE DAVENPORT 


America Spends Nearly One-Ninth of 1925 Income on 


Automobiles. 


Real Problem of Dealers is to Handle the Used 


Car. Cooperative Movement to Solve Problem Gains Headway. 


Arrangement Permits Dealer to Obtain His 


EARLY one-ninth of the whole 

national income is spent on the 

purchase of new automobiles and 

on the upkeep of the 17,500,000 
automobiles that are now in use throughout 
the United States. If the automobile man- 
ufacturing industry continues at its present 
high rate of production, between three and 
four million new cars will be turned out 
during 1925. 

Financing the sale of the new automo- 
biles is a job of huge proportions, for the 
sales price of the new carriers will range 
above two billion dollars. Happily, no 
trouble is anticipated, for the hundreds of 
finance companies which have sprung up all 
over the United 
States, together with 
the banks, stand 
ready to finance the 
transfer of the cars 
from the producers 
to the consumers. 

The real problem 

of the automobile 
trade is not the new 
car but the used car. 
And there are indi- 
cations that the deal- 
ers, after grappling 
with this vexing 
problem, are making 
some strides toward 
solving it. 

Most of the people 
who buy new auto- 
mobiles during 1925 
already own cars. In 
acquiring the new 
model, it is the gen- 
eral practice to trade 
in the old car to the 
dealer or find some one who will buy it 
from them. A few years ago the dealer 
was not bothered with having to make trade 
allowances for the used cars, because the 
purchasers, in most cases, were taking their 
initial flyer into the realm of automobile 
owners. But, at the present time, it is the 
rule rather than the exception that an allow- 
ance has to be made for an old car in the 
sale of a new automobile. 

The automobile industry is now a quarter 
of a century old, but it differs in many 
respects from other industries. 

In the first place the manufacturers gen- 
erally do not extend credit to the dealers, 
who handle their finished product. The au- 
tomobiles are shipped with sight drafts at- 
tached to the bill of lading, so when the 
dealer receives the cars the manufacturer 
has been paid for his product. It is up to 
the dealer to arrange for this phase of 


financing. The average automobile dealer 
realizes a profit from 20 to 25 per cent on 
the sale of a car, however. It is customary 
to require at least 30 per cent of the sales 
price in cash, so that theoretically, when the 
purchaser makes the first payment, the dealer 
has about half of the actual cost of the au- 
tomobile and the customer’s notes for the 
remainder: The local banker generally has 
financed the dealer by making loans up to 
70 or 80 per cent of the factory price of 
the car, while the finance companies have 
financed the sales to the individual pur- 
chasers. 

In practice, however, the prospective pur- 
chaser usually has a used car that he desires 


The Flivver’s Graveyard 


to trade in on the new automobile. In such 
a highly competitive business as the retail 
automobile trade, the person who is con- 
templating buying a new model shops around 
between the several dealers to ascertain just 
how generous-an allowance he can get. The 
value of a used car is a matter of personal 
opinion, and the estimates of worth vary 
widely because there are different factors 
to consider. When it is considered that 
several million used cars are sold annually, it 
is somewhat surprising to find such a dis- 
parity in ideas as to what the same models 
in first class condition are worth. 


Number of Dealers Grows 


Sing mortality among automobile deal- 
ers in the various communities has run 
high during the past few years, but the 
total number of dealers has shown a steady 
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Part in Cash. 


increase. The explanation given for the 
fatalities is that the system has permitted 
men with little experience and small capital 
to enter the field. Inasmuch as the manu- 
facturers obtain cash upon the delivery of 
the cars to the dealers, they are not called 
upon to extend any credit and thus, in the 
protection of their own interest, they have 
not had to investigate their responsibility 
so closely as a manufacturer shipping on 
open account would have to do. But where 
one dealer has dropped by the wayside, an- 
other has taken his place, and the ranks have 
grown in numbers. There was one dealer 
for every seventy new cars produced during 
the past year. 

It is an open se- 
cret that some of the 
automobile manufac- 
turers increased their 
production without 
due consideration of 
the ability of the 
public to absorb the 
cars. The factories 
fixed quotas for the 
dealers in the vari- 
ous territories, ad- 
vising them that they 
would be required to 
sell this number of 
cars to hold their 
agency contracts. 
The dealer generally 
has a contract to 
represent the manu- 
facturer in a city or 
community, but this 
may be cancelled 
with without 
cause at the pleas- 
ure of the manufac- 

turer. So if the dealers resisted the ship- 
ments of cars, they faced the loss of the 
contracts. The volume of automobile sales 
in 1923 and early in 1924 were disappoint- 
ingly small. The failure of the public to 
buy caused many of the manufacturers to 
curtail their output when it was seen that 
there would be an overproduction, but the 
production soared to new high records. In- 
asmuch as the dealers had substantial stocks 
on hand, the first consideration was to move 
them. The conditions led to more generous 
trading allowances than were justified, prob- 
ably because the dealers were willing to sac- 
rifice part of their anticipated profit to make 
a sale. 

There has been a more or less wide- 
spread popular prejudice against the used 
car. Primarily, there is the admitted aver- 
sion that the average American has to any- 
thing “second hand.” Moreover stories that 
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the purchasers of used cars have told of 
heavy repair bills, breakdowns and other 
trials have done much to steer the prospec- 
tive purchaser away from the used automo- 
bile. Just the time new license plates are 
put on an automobile, its resale value is con- 
siderably less than the list price, even though 
it may be in perfect condition and just as 
good as new. While this is hardly more 
than a sentimental depreciation, it is a real 
one from the standpoint of merchandising. 
On the other hand, the used car market 
affords a way for a man of small means 
to acquire an automobile at a price that 
he can afford to pay. Many have picked 
up real bargains. At any event, there is 
lively demand for these motor driven vehi- 
cles in most every section of the country. 
One of the reasons is that the dealers have 
acted to reassure the pur- 
chasers that there is such 
a thing as a good used car. 
They have tuned up the 
motors, replaced wornout 
parts, given the cars a new 
appearance by repainting 
them and have “certified” 
them to be in good condi- 
tion. Thus the more re- 
sponsible dealers, by  in- 
creasing their investment 
in a traded-in car, and plac- 
ing it in first class condi- 
tion before it is resold, 
have done much to raise 
them in the popular esti- 
mation of the buying pub- 
lic. 
The average 
dealer has a_ relatively 
small amount of cap‘tal 
upon which to work. He 
cannot afford to tie up any 
great amount in used cars, 
which he must hold for a 
period until sold. During 
the winter months the problem is more acute 
because there is little or no demand for open 
cars. Purchasers desire to turn in ther 
open models and obtain an allowance on the 
closed cars, which are becoming increasing- 
ly popular. Ten years ago just 1.5 per cent 
of the motor car output was of the closed 
variety. Last year nearly 50 per cent of 
all new automobiles were of this design. 


Tieing Up Capital 


O when a dealer gives a trading allow- 
ance for a used car at this time, he 
ties up a considerable amount of capital for 
several months, unless he has a customer 
ready to take it off his hands. Unless he 
has appraised the traded-in car accurately, 
he stands to suffer a loss on its resale, there- 
by reducing the profit resulting from the 
disposition of the new car. 

“The used car problem” has been the bane 
of the automobile dealer’s existence. Com- 
petition has been so keen that the dealers 
have been forced to allow more on a used 
car than they really thought it was worth. 
Losses on inventories ran heavy, especially 
during the years that the prices of the va- 
rious makes were being cut in order to make 
the new cars move. The system forced 
the dealers to tie up a considerable part 
of their capital in a frozen investment. 
After the used cars were sold, the dealers 


automobile 


in many cases were forced to make re- 
pairs or to render services at an expense 
to themselves in order to placate the pur- 
chasers and make them satisfied customers. 
From time to time the dealers initiated 
movements among themselves to make vol- 
untary reforms of the system. But gen- 
erally these efforts failed because they tried 
to harness trade elements, which had not 
been broken to harness. 

One of the handicaps the average dealer 
has had has been the lack of trade statis- 
tics, showing in a scientific way the actual 
value of a certain car of a certain model 
and year. In the final analysis, of course, 
community supply and demand fix the used 
car value of any automobile. While data 
as to prices being obtained in the big centers 
may be helpful as indicating the trend of 


This French made car is twenty-six years old, but 
it will still run with its original equipment. 
rests in the Museum of the Stevens Institute of 
Technology, but took a prise in 1906 as the oldest 


car in America. 


values, these figures must be interpreted in 
the light of local conditions. 


Solving the Problem 


URING the past year or so, a coopera- 

tive movement in various communities 
and cities to solve the used car problem has 
made considerable headway. It includes a 
financing arrangement that permits the 
dealer to accept a traded in car on a new 
sale without tying up any of his capital 
and creates a class of paper that is readily 
handled by the banks and discount corpora- 
tions. This end is achieved through the 
establishment of a used car exchange, which 
is a corporation set up through the sub- 
scription of capital by the various dealers. 
There are various so-called plans. During 
the past few months, there has been a sub- 
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stantial growth in the number of the ex- 
changes set up by dealers in Connecticut 
New York, New Jersey and in the East 
to buy and sell all used cars. The various 
plans differ somewhat in details, but al! 
are governed by the same general princi- 
ples. 

In New Rochelle, N. Y., for instance 
nearly all of the dealers joined in forming 
an incorporated exchange. Each was re- 
quired to subscribe $500 in capital stock 
to provide capital for the exchange, but it 
was stipulated that a graduated scale of 
stock subscriptions should be applicable in 
case any one dealer enjoyed an extensive use 
of the exchange’s facilities. Each dealer, 
in subscribing for the stock, stated that he 
would refrain, directly or indirectly, within 
the territory set forth, from buying, selling 
or dealing in used cars except through the 
common exchange. For a breach of this 
contract, liquidated damages aniounting t 
$500 are collectible. This is a vital feature 
of the plan, for so many of the coopera- 
tive efforts have collapsed in failure be- 
cause there was no way that a member 
could be disciplined for 
winking at the covenant 
and engaging in side deals. 

The exchange buys and 
sells used cars. A _ gen- 
eral manager, named by 
the stockholders, runs the 
exchange. He appraises 
all cars that are to be 
traded in by an automobile 
owner on a new car and, 
of course, the man selected 
for this position must be 
an expert on the values of 
all models, because the suc- 
cess of the exchange’s op- 
eration more or less rests 
upon the judgment that he 
uses in setting this price. 
However, the dealers them- 
selves keep the manager 
supplied with all data bear- 
ing on the subject of used 
car values, and are re- 
quired to furnish the base 
price of used cars of the 
makes they sell. In order 
to keep this price in line, 
It now the directors reserve the 
right to approve or modify 
these base prices. The 
price of used cars on makes 
other than those handled 
by the members is fixed by the manager 
with the approval of the board. Thus there 
is a more or less strict supervision of the 
prices paid by the exchange. 


P. & A. Photos 


Financing the Sales 


CERTIFICATE of purchase is given 

to the owner of a used car accepted 
by the exchange, amounting to the sales 
price less the estimated cost of repairs, re- 
conditioning and the cost of replacing miss- 
ing parts and essential accessories, together 
with 10 per cent for overhead expenses. 
Each dealer is given an opportunity to make 
these repairs at the estimate of cost fixed 
by the manager, thus deriving a certair 
amount of repair business from the opera- 
tions. This certificate may be applied in 

(Continued on page 772) 
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Modern Methods in 


Supervision 


By J. W. POLE 


Chief National Bank Examiner 


Bank 


Keeping Banks Solvent is Controlling Object of Government. 
Constructive Work Done in Salvaging Banks Threatened With 
Wreckage and Making Them Strong Again. How the Day Was 
Educational Requirements for Bank Executives. 


Saved in lowa. 


N no other country is the supervision 

of banking carried to such an extent 

as in the United States of America. In 

glancing over the systems in vogue in 
foreign countries, nowhere do we find gov- 
ernment officials delving into a bank’s af- 
fairs, and as far as my information goes, 
very few legal restrictions are thrown 
around the banks, either in connection with 
their organization or operation. 

Quite recently the Canadian government 
has created the office of Inspector General 
of Banks, responsible to the Minister of 
Finance, whose duty it is to make not less 
than once a year such examination and in- 
quiry into the affairs of each bank as he 
may deem necessary or expedient, to satisfy 
himself that the banks are in sound finan- 
cial condition. He has wide discretion and 
will doubtless perform a very important 
service. 

In this country every financial institution 
doing any sort of banking business is sub- 
ject to what it has often been pleased to 
term “the necessary evil of examination,” 
and indeed we find them—particularly those 
of the Central Reserve and Reserve cities 
—under examination in one form or another 
a good portion of the time. Since this is 
the only country in which the unit banking 
system, as differentiated from the branch 
banking system, prevails to any marked ex- 
tent, there being about 30,000 separate bank- 
ing institutions, supervision becomes, there- 
fore, something of an extensive undertaking. 


Examining Our Banks 


ONGRESS has deemed it expedient to 

pass laws requiring the Comptroller 
of the Currency to examine all national 
banks twice each year, or oftener in his dis- 
cretion. The states have deemed it expedi- 
ent to appoint commissioners to supervise 
all state banks, and the banks themselves 
in very many of the larger cities have deemed 
it expedient to have themselves examined by 
their own clearing house examiners. 

In the light of so much circumstantial 
evidence, it is fairly conclusive that, under 
our system of banking, there exists a real 
necessity for these extensive activities on 
the part of supervisory authorities. 

National bank examinations are made pri- 
marily for the purpose of executing govern- 
ment policies as laid down in the banking 
laws. Their chief objective is not to meet 


the needs of the bank, but rather for the 
information of the Comptroller of the Cur- 
rency. He is charged with the duty of 
watching over the solvency of the bank, in 
order that the depositors may be protected 
as far as is humanly possible. Although 
it is not required of him, he forwards to 
the bank a copy of each report, in order 
that the directors may be advised as to the 
Comptroller’s opinion of the bank’s condi- 
tion and management, as well as for the 
purpose of fostering the principle of coop- 
eration between the Department and the 


banks, which is frequently and splendidly. 


evidenced. 

The value of the examinations being con- 
ceded, it is important that they should be 
conducted in such a way as will cause the 
least inconvenience to the banks and on 
such a scale as will result in greatest bene- 


fits. 


May Curtail Examination 
in Reserve City Banks 


| pow a number of years very great ef- 
forts have been made on the part of 
the Comptroller's Bureau in the direction 
of covering in the course of examination 
every important phase of a bank’s operation. 
In the course of the development of bank- 
ing practices, added banking functions have 
been legalized for national banks. The ex- 
aminations have consequently been enlarged 
to embrace these to a remarkable degree. 
As a result, the reports have come to be, 
in many instances, extremely comprehensive 
—sometimes voluminous—and the question 
arises as to whether the examinations are 
not being carried to a greater extent than 
is necessary. 

There is no question, generally speaking, 
as to the importance of detailed examina- 
tions of country banks. In the case of the 
examination, however, of the banks in Cen- 
tral Reserve and Reserve cities, where for 
the most part efficient ayiditing departments 
are maintained and report to the Board, 
where officers and employees alike are ade- 
quately bonded, and where the system of 
operation has been worked out to a state 
almost of perfection, I would like to present 
this question: Would it be advisable to cur- 
tail the examination as now conducted and 
confine the examiners’ activities primarily 
to a careful appraisal of the banks’ assets? 
The advisability of adopting this policy has 
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seriously engaged the attention of the office 
of the Comptroller during recent months, 
but a definite conclusion has not been 
reached. In the event of such a curtailment 
the examiner would have to be left free to 
enlarge the scope of his examination as cir- 
cumstances might warrant. 

As far as national banks are concerned, 
I cannot find in the records any case where 
an important bank in any Central Reserve 
or Reserve city has failed by reason of a 
defalcation. Frequently banks in these large 
cities have been placed in liquidation through 
necessity, but the necessity in no case can 
be said to have arisen from criminal viola- 
tions of the law. It would be extremely 
difficult for any officer or employee to de- 
fault for an amount large enough to wreck 
a bank of the class under discussion. 

Beyond any question the really important 
matter in any examination is the appraisal 
of the bank’s assets and the resultant discus- 
sion after the analysis and classification of 
such assets have been made. If it were prac- 
ticable to eliminate the numerous checkings 
and verifications which are covered by the 
present scope of examinations, it might ap- 
peal to the Reserve city bankers and on the 
whole serve the purpose of the Comptroller. 


Real Merit of Supervision 


OO frequently the real merit of super- 

vision is overlooked, particularly in that 
most important feature which deals with 
the constructive work of examination. To 
view an examiner in the light of a detective 
who comes for the purpose of ferreting out 
some petit larcency infraction of law is en- 
tirely to misinterpret his mission. The 
clever examiner never displays any of the 
attributes of a detective. Even though he 
may have suspicions, he keeps them below 
the surface. The whole psychology of the 
thing is toward bringing about a better 
understanding as to what is necessary for a 
bank’s general welfare. This is done with 
success in ratio to the manner in which the 
officers lend themselves to the working out 
of their problems and with the cooperation 
of executives and directors. 

In the appraisal of loans in a bank by 
an examiner, he is handicapped in not being 
able to include an estimate of the moral risk 
attached to a loan. This is always a large 
factor in determining credit, and in many 

(Continued on page 773) 


Our Three Billion Dollar Stake 


In Latin America 


By GEORGE E. ROBERTS 


Vice-President, National City Bank of New York 


Present American Investment is $1,100,000,000 in South 
America, Alone. Two Americas Have Developed Without Much 
Contact Because Both Looked to Europe for Capital in Days of 
Early Development. Larger Trade Based on Exchange of Goods. 


HE relations between North and 

South America demonstrate the need 

for an exchange of information 

more convincingly than any other 
large-sized situation that I know. The con- 
tinents are contiguous, to a great extent 
their resources are supplementary, for North 
America is mainly in the temperate zone 
and South America mainly in the tropics, 
but trade and intercourse between them are 
nothing like what the natural conditions 
would indicate they might be, to their mu- 
tual advantage. 

This situation, however, has a simple ex- 
planation. Both are the offspring of a com- 
mon Motherland, Europe, with whom the 
ties of kindred and of inherited business re- 
lations, besides the necessities of early trade 
conditions, inclined both to trade, rather 
than with each other. Both looked to Eu- 
rope for capital for their early development, 
and for their supplies of manufactured 
goods. The products of each were largely 
raw materials, more needed in Europe than 
in the other Americas. The schools, the 
art, the music, the cathedrals, historic places 
of Europe appealed to those who had the 
leisure for travel; the lines of communica- 
tion were to and from Europe. And so the 
Americas have developed without much con- 
tact with each other. 


What the War Did 


HAT situation was changing before the 

war, and changed very much during the 
war. In some respects the necessitous con- 
ditions which impelled the rapid develop- 
ment of relations jn recent years were help- 
ful and in some respects they were not. 
They gave us an introduction, but not under 
the most favorable circumstances. So far 
as new trade opportunities were concerned, 
it meant more to the United States than to 
South America, for we were already buying 
largely of South American products. The 
war gave us an opportunity to show our 
goods, and turned business rather unwill- 
ingly to us. We were not very well pre- 
pared for it; we lacked knowledge of the 
trade, our industries had more business than 
they could handle, prices were unstable and 
shipping conditions were bad. On the other 
hand, the new business was coming to us 
under the pressure of necessity rather than 
from choice, and naturally our new cus- 
tomers might be inclined to make note of 


unfavorable comparisons. The great slump 
of prices in 1920-21 put a severe strain upon 
these new and hastily-formed relations. 

Nevertheless, we have not lost all that we 
gained in those years. It was inevitable that 
we would lose some and to be expected that 
we would hold some. In 1913 our share of 
the imports of South America was 16 per 
cent and in 1924 it was 24 per cent. We 
were gaining ground before the war, and 
Mr. Julius Klein, chief of the Bureau of 
Foreign and Domestic Commerce, Washing- 
ton, D. C., is inclined to the opinion that 
we have now just about what our share 
would have been by this time if there had 
been no war. 

The classes of goods in which Europe has 
speedily recovered her former trade natur- 
ally are those of standard design and quality, 
with which consumers had been long ac- 
quainted, which suited their wants, and 
which could be had from former sources 
usually at least as low in price and fre- 


Restrict Production 


NE of the criticisms com- 
monly directed at the labor 
organizations is that they some- 
times restrict production, acting 
on the theory that there is only a 
limited amount of work to be 
done and that the longer they can 
make it last and the more they 
can make it pay the better. That 
is a mistake, but the statesmen of 
the world, and the business men 
too, sometimes fall into the same 
error. The truth is that there 
is no limit to the amount of work 
to be done in the world, or to 
the amount of business to be had, 
or to the amount of wealth that 
may be created from the re- 
sources of nature. The purchas- 
ing power of every country ts in 
its own powers of production, 
and the greatest possible pros- 
perity for every country is to be 
had in connection with the pros- 
perity of every other country— 
GeorcE E. Roserts. 


quently lower, in comparison with simila: 
goods from this country. 


American Goods Popular 


O* the other hand, our substantial gains 
have been in American specialties, goods 
developed to suit our home trade, which 
have been found suited to the conditions in 
these countries, and in which our manufac- 
turers have been able to maintain themselves 
by the advantages of mass production. In 
this class of goods American trade has made 
great progress in recent years, and continues 
to expand. l’arm machinery, sewing ma- 
chines, electrical equipment and typewriters, 
were the more important of these lines of 
manufactures in the South American trade 
prior to 1914, but the aggressive corporations 
marketing steel and oils were well estab- 
lished there. Cotton goods also were sold in 
considerable quantites, particularly in the 
northern countries. In recent years auto- 
mobiles have figured largely in our exports, 
also musical instruments, rubber goods, 
canned goods, tobacco, paper, lumber, mo- 
tion picture films, and an increasing variety 
of goods. In the northern countries of 
South America, in Central America, Mexco 
and Cuba there is a constantly broadening 
market for goods such as enter the common 
trade of the United States, including flour, 
meats, dairy products, textile goods, men’s 
clothing, shoes, and so on. The tendency 
everywhere as the standard of living ad- 
vances is for a smaller proportion of the 
trade to be of staples and a larger propor- 
tion of goods that make an individual appeal 
to buyers. 

The total foreign trade of the twenty 
Latin American countries in 1913, was ap- 
proximately $2;800,000,000, of which $1,300,- 
000,000 were imports and $1,500,000,000 
were exports. The figures for the total 
trade in 1924 are not yet available, but for 
1923, they are approximately $4,500,000,000, 
of which imports were valued at about $2,- 
000,000,000 and exports at about $2,500,000,- 
000, or a little less than double the figures 
of 1913. Trade between the United States 
and these countries in 1913 aggregated $744,- 
000,000, of which about $425,000,000 were 
imports into this country and about $319,- 
000,000 were exports from this country, 
while in 1924 the aggregate was $1,982,- 
000,000, of which $1,039,000,000 were im- 
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Uncle Sam Plans to Tidy Up 
the Paper Money 


By LEWIS ALEXANDER 


It Costs More Than $5,000,000 a Year for the Government to 
Supply One-Dollar Bills. Treasury, Planning Record-Breaking 
Output of Currency, Decides to Maintain the Highest Standard. 
Committee Determines Need of All Sections of the Country. 


HE money problem bobs up in the 
most unexpected places. 
Down in Washington the govern- 
ment has been grappling with the 
testy little problem of keeping the country 
supplied with dollar bills that are fresh and 
fit, and seeing to it that there are plenty 
of fives, tens and “grands” to meet the 
need for paper bills of higher denomina- 
tions. For, quite apart from supplying 
the United States with a sound currency, 
it is up to the Treasury to give it paper 
money that is sightly and enduring. 

After the war, when the boom was on 
and prices were rising, the people needed 
more and more currency to pay for things 
they purchased. Then, too, the money in 
circulation was wearing out and had to be 
replaced. The strain of keeping up with the 
growing public demand proved so severe that 
the reserve stocks of the increasingly popu- 
lar bills of small denominations were ex- 
hausted. The mechanical machinery produc- 
ing money was forced to run on a hand-to- 
mouth basis, and the currency, which ought 
to be aged a while before it goes into active 
circulation, was rushed out unseasoned. The 
length of its life was thus shortened, and 
the public lamented loudly the untimely 
end of its useful life by observing that 
the dollar bills were not as clean as of 
yore. 


Costly to Make Money 


NCLE SAM is pretty much of a stick- 

ler for dignity and appearance, and a 
dirty piece of currency is not a good ad- 
vertisement for the financial part of the 
government’s machinery. That was one 
side of the question. The other was that 
lengthening the life of the paper money by 
withholding it from contact with the out- 
side world until it was properly seasoned 
would save the Treasury a_ considerable 
amount of money. It costs the government 
a lot of money to issue its distinctive green- 
backed and yellow-backed bills. It has been 
estimated that the Treasury pays out 1.3 
cents for each dollar bill that goes out 
into the people’s pocketbooks. There is 
nearly four billion dollars of paper money 
in circulation—so it is readily seen that keep- 
ing the people supplied with currency in- 
volves, a real outlay. When the Treasury 
takes silver and coins it into dimes, quar- 
ters and halves, it exacts its fee, for sei- 
gniorage is one of the legacies of govern- 
ment that has not been discarded even by 


the most modern states. But not so with 
paper money. Creating it entails an expense 
—not a profit. 

About a year ago Secretary of the Treas- 
ury Mellon drafted the services of a Chi- 
cago banker to aid him in administering 
the affairs of the Treasury. He was Charles 
S. Dewey, and one of the first tasks assigned 
to the new assistant secretary was that of 
clearing up this angle of the money ques- 
tion. For the first time since the Federal 
Reserve System, which introduced a new 
financial order in this country, it seemed 
that conditions were more or less stable, 
and the opportunity was at hand to take 
stock of the question of the money supply. 

It was recognized that there were many 
angles to it. In the first place the Bureau 
of Engraving produces the supply of money, 
so it was necessary to check up on its out- 
put and reserve stock. The currency is dis- 
tributed to the banks chiefly through the 
twelve regional Federal Reserve Banks and 
their branches, although some is handled 
directly by the Treasurer’s office. The va- 
rious divisions in the office of the Com- 
missioner of the Public Debt and in the 
Treasurer’s office keep records of the issu- 
ance and the redemption of distinctive cur- 
rency. Therefore, W. L. Eddy, the secre- 
tary of the Federal Reserve Board, and Wil- 
liam S. Broughton, Commissioner of the 
Public Debt, were added to the committee, 
and a survey was made to determine just 
what are the needs of thirty-five money 
centers in the United States. It was real- 
ized that the task was largely one of as- 
sembling the data of the various units, 
piecing the information together and getting 
one well-rounded picture. 


Determining the Need 


Fangs was made of the money mov- 
ing in and out of the Federal Reserve 
Banks and their branches, for it was real- 


ized that these actual payments would 
show the real needs of the various sections 
of the country. The national bank notes 
were left out of the scope of inquiry, be- 
cause this currency is ordered as desired 
by the national banks from the Treasurer. 
Particular attention was directed to the pay- 
ments of the one-dollar bills—for supplying 
currency of this small denomination has 
been the real trial. The nation is demand- 
ing more and more dollar bills. In 1922, 
$628,000,000 were paid into circulation; in 
1923, $759,000,000, and in 1924, $897,000,- 
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000. It seems that a billion dollars of ones 
may soon be paid out in a single year. 


Changing Demands for Money 


T is well known that there are periods 

of brisk business in some sections, to be 
followed by periods of seasonal dullness. 
The needs for currency are affected by these 
fluctuations. So the committee looked into 
this phase, for, while a surplus of bills might 
accumulate in one Reserve Bank, there would 
be a scarcity in another. By shifting the 
surplus around, the situation could be met 
without causing any more bills to be en- 
graved. In some sections the bank check 
is used to such an extent that there is not 
a very large demand for currency to settle 
bills. At any event, the committee ascer- 
tained just how much money the banks in 
each section of the United States should 
have. 

Taking stock of the whole national situa- 
tion, the committee figured just how much 
paper money the nation ought to have to 
meet the needs of business. In estimating the 
balances that the Reserve Banks ought to 
maintain, it reckoned on the basis of bring- 
ing the currency up to the best standard. 
And, singularly, the Treasury has decided 
that the best standard will be the most eco- 
nomical. It has found that when the Reserve 
Banks send out dirty or unfit notes into 
circulation, these are almost promptly re- 
turned in the hope that cleaner money will 
be obtained through the exchange. Just as 
the individual pays out the dirtiest bills and 
retains the cleanest, the bank follows the 
same course. It costs about one mill in 
shipping, handling and resorting—so the ef- 
fort to keep a note in circulation after it has 
become unfit is expensive. That is one 
reason why the Treasury has decided to 
bring the paper money standard up to the 
highest and give the American people the 
fresh notes that they like to handle. 

Plans have been made to engrave more 
paper money during the next twelve months 
than during any other prior year in history. 
Part of the currency will go to build up a 
reserve, but, of course, nearly all of it will 
go into circulation, for the turnover is just 
about one year. 


Dollar Bills Needed 


HE currency committee has estimated 

that the Reserve Banks and their 

branches ought to have a balance of 77,700,- 
(Continued on page 779) 
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Safety Through Directing Directors 


By R. W. GOODHART 


Receiver, The Merchants National Bank, Crookston, Minn. 


Three Means of Real Supervision May Be Found in Limiting 
Powers of Bank Officers To Make Loans or To Grant Lines of 
Credit Without Prior Authority, Recording Each Borrower’s 
Line and Keeping Complete List of Overdrafts and Cash Items. 


HOW me a bank properly supervised 
by a responsible board of directors 
and I will show yoft a good and safe 
bank. 

I have often wondered how many direc- 
tors of banks have seriously pondered over 
the question as to whether or not they are 
“dummy” or figurehead directors, and to 
what extent the great majority of direc- 
tors realize the importance of the trust 
confided to their care; also, how many give 
solemn heed to the obligations and liabili- 
ties imposed upon them legally and morally. 

When a man signs a bond or indorses a 
note, he recognizes the degree of liability 
involved. In banking there is a higher con- 
sideration—the moral responsibility of a 
bank director to the depositor, and certainly 
no man who takes an oath as director is so 
devoid of principle that he does not realize 
this responsibility and know that he is ac- 
cepting a trust to protect the mite of the 
widow and the orphan. 


The Alarming Liability 


CAREFUL reading of the decisions 

handed down by the Federal courts de- 
fining the liability of directors, which de- 
clare that directors may be held individually 
liable for losses sustained through making 
or assenting to loans in excess of the legal 
limit and hold directors responsible for the 
wrongful acts or omissions of their agents, 
may prove somewhat alarming to the direc- 
tor when he considers that his fortune may 
be largely dissipated through his participa- 
tion as a member of a board. But, my ex- 
perience, which has brought me in contact 
with hundreds of boards of directors of na- 
tional banks, leads me to believe that they, 
as a general rule, are anxious to have their 
banks operated safely and conservatively. 
To directors who direct, there is nothing 
alarming in these decisions of the courts, 
but they certainly spell “beware” to those 
who are indifferent in fulfilling their trustee- 
ship. 

A large number of directors of banks feel 
that when they have elected the officers of 
the association, they have fulfilled their ob- 
ligations. In fact, it is true that these off- 
cers are their agents, but their selection and 
election does not relieve directors of the ob- 
ligations imposed by law or the moral obli- 
gation to know at all times that the funds 
intrusted to the care of these officers are 
held inviolate and are given that measure 
of protection for which the Federal Congress 
and state legislatures have recognized the 
necessity of providing. Many times has the 
writer been informed by directors of banks 


in trouble, “Well, we selected officers to op- 
erate the bank and certainly kad reason to 
believe that we could rely on their judgment 
and integrity.” To such directors I have but 
one suggestion to make: Give the bank a 
personal bond guaranteeing safe and con- 
servative performance by your agents, be- 
cause the law in such a case exacts it and 
your oath binds it. Directors must super- 
vise the acts of their officers and that super- 
vision must be continuous. 

The fountainhead of a banking association 
is its board of directors. The board must 
fix the policy of the bank and the members 
thereof must know that its loans and in- 
vestments are of a class and worth that will 
at all times insure the safety of the funds 
delivered into their hands. It is my convic- 
tion growing out of long experience as a 
banker, in the supervision of banks as an 
examiner, and as the receiver of many failed 
national banks, that the organization of a 
board of directors of any banking institu- 
tion is the most important factor in the op- 
eration of the business of the association. 
I believe that there is a greater element of 
safety in a large board of directors than in 
a small one, and that a reasonable fee should 
be paid to directors and members of exam- 
ining and executive or discount committees, 
and it has been my personal experience that 
better results are obtained where a just com- 
pensation is paid to directors. 


Limiting Their Agents 


O more dangerous man exists in a bank- 
ing institution than that agent who at- 
tempts to conceal from his directors any in- 
formation concerning its loans and invest- 
ments, or in any way tries to prevent the 
proper control and supervision by the board. 
Every director should jealously guard 
against this latter tendency, and I would 
here advise that the directors either direct 
or step down and out, not only for the pro- 
tection of the funds intrusted to their care 
but for their individual protection. Direc- 
tors should at all times realize that their 
agents in the conduct of the business are 
largely concerned in making a good showing 
in the profit account; and that thus their ef- 
forts are mainly directed to increasing and 
expanding the business of the association. 
In other words, to building totals. This is 
the result of ambitious human endeavor, but 
bank directors must not let themselves be 
blinded or their judgment be warped by 
those considerations. 
I have found many directors, who were 
desirous of directing but who, through 
imaginary ignorance of banking procedure, 
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failed to assert their wills. A bank is not 
a place of mystery, its principal function 
being that of a clearing house in the marts 
of trade. With the accounting, there is not 
so much concern; this is but mechanical 
The real consideration should be the loans 
and investments of the institution. Three 
rules are here suggested for the guidance of 
directors: 

First :—Limit the powers of agents in or- 
der to provide those safeguards essential in 
making supervision effective. In other 
words, do not permit officers to make loans 
above a certain amount or grant any lines 
of credit without the prior authority of the 
board of directors or its duly authorized 
executive or discount committee, or permit 
of the purchase or sale of any securities 
without the prior approval of the board of 
directors or said executive or discount com- 
mittee. 

Second:—The board should insist that a 
complete and comprehensive administrative 
record be kept of each borrower’s line, both 
direct and indirect borrowings, and this rec- 
ord should be read at least once a month 
at meetings of the board of directors. 

Third :—A complete list of overdrafts and 
cash items should be submitted to the board 
for its consideration at each meeting. 


How the Director Helps 


UPERVISING government agencies, 

charged with the examination of banks, 
have always recognized the importance of 
supervision by bank directors and each suc- 
ceeding year brings new and more convinc- 
ing proof of this. An experienced examiner 
gives much attention to this phase of his 
work and spends as much as possible of his 
restricted time in conference with the board 
of directors, and it is from the examiner 
that a director should feel that he has the 
right to look for his greatest assistance and 
protection. But far too often the examiner’s 
visit with the board of directors is to bring 
to their attention the dangerous condition of 
the bank. Then it is frequently found 
necessary to call upon the members of the 
board to make good losses because of negli- 
gence due to a deficient supervision on their 
part. 

As an examiner, I have been called upon 
many times to invoke the law in seeking 
personal aid from bank directors. I have 
seen men dig down in their pockets and put 
up half their life savings; I have seen men 
practically bankrupt themselves to save their 
institutions. No record can be published of 
banks so reorganized but for every bank 
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Locked in the Minds of Employees 


By W. R. MOREHOUSE 


Vice President Security Trust & Savings Bank, Los Angeles 


A Lot of Information and Energy by which a Bank Can Profit 
if it Will Systematically Develop New Efficiency in the Members 
of Its Staff. Employee Problem is Not One of More Persons 


but of More Efficiency. 


T is a most natural thing for bank em- 

ployees gradually to become more or 

less mechanical in their work. The 

pressure of business accentuates this 
tendency. It is common to find certain em- 
ployees following well defined grooves day 
after day instead of rendering an individ- 
ualized service. Eventually this leads to a 
condition where work becomes routine in 
practically every aspect, and when this is 
the case, the value of the services of cer- 
tain employees is materially lessened. 

Ultimately this affects an employee’s men- 
tal attitude, for he becomes content to fol- 
low lines of least resistance, choosing well 
beaten trails in preference to blazing new 
ones. To him the old way of doing things 
is good enough, and, regardless of the greater 
efficiency promised through a use of mod- 
ern methods, he is satisfied to cling to the 
old rather than pay the price in extra effort 
to learn and use the new. 

It is owing to the tendency on the part 
of certain employees to “let well enough 
alone” that bank officials should provide 
ways and means of bringing about a greater 
utilization of the full capabilities of every 
one of their employees. This situation should 
receive attention not only for what it will 
do and mean to the employees themselves, 
but also because it will pay banks to do so. 
Whether they care to admit it or not, it is 
nevertheless true that banks have employees 
who are not giving over 75 per cent of their 
maximum efficiency, and in many of such 
cases the employees are not entirely to blame 
for this condition. If this 25 per cent of 
efficiency which a bank pays for but does 
not receive, is energized and made to pro- 
duce, the good resulting therefrom will be 
reflected in better service to customers, in a 
reduction in overhead expenses and a 
smoother running organization. 


Not More Men but More 
Efficiency 


yy employee problem today is not one 
of securing a larger number in order to 
meet an ever-increasing demand on the part 
of the public for better service, but one of 
greater efficiency among employees already 
on the payroll. 

That there is a large reservoir of unde- 
veloped and unutilized energy in our banks 
is clearly shown in every case where tests 
have been made. Employee’s business-get- 
ting contests have disclosed that employees 
are very effective as business-getters if a 
reward is offered for special effort. The 
large volume of business which they secure 


during a contest is almost unbelievable. 
Every bank that has tried business-getting 
contests I believe will agree with me in this 
regard. 

Let me give a comparatively new test 
which will also prove that employees de- 
velop greater efficiency at certain times than 
at others. Offer your employees monetary 
prizes for suggestions which the bank can 
use to advantage in increasing the efficiency 
of its service, suggestions for eliminating 
waste in the operation of the bank, sugges- 
tions on how to build up business, and I feel 
confident the bank will receive suggestions 
which will be worth many times what the 
cash prizes cost. According to tests which 
I have made, suggestions should be received 
which may cause the banker to ask, “Well, 
why didn’t some of us think of them be- 
fore?” The truth is, “some of us did,” but 
that some of us were the employees and 
they kept the suggestions to themselves. 

I know of a_ bank which tested its 
employees along this same line. It re- 
ceived 718 suggestions in a single contest 
which proved conclusively that there were 
large funds of knowledge, many good ideas, 
and almost unlimited ingenuity stored up in 
the minds of its employees which had never 
been utilized until this test was made. A 
certain bank wanted a slogan but had de- 
veloped none which was acceptable. It 
finally put its problem squarely up to its em- 
ployees, and they responded with 240 slo- 
gans. A bank wanted a series of six busi- 
ness-building letters. After trying outside 
sources it finally made its desires known to 
its employees and they submitted sixty- 
seven different letters, among them some 
very excellent ones. A bank wanted a 
slogan for a safe deposit box campaign, and 
among the many received from its em- 
ployees was this gem, “Protect the Papers 
that Protect You.” A certain bank felt the 
need of making its service as convenient 
as possible to its patrons, and among many 
suggestions, received from its employees 
was a group of eight showing how the 
bank’s lobby could be made more conven- 
ient to its patrons. This group of eight 
suggestions was submitted by one of the 
bank’s floormen, a man who had been pacing 
up and down that same lobby for years 
without submitting suggestions. Undoubted- 
ly he had long ago considered these same 
improvements, but he was too reticent to 
disclose his thoughts to others. According 
to records kept in the New Accounts De- 
partment of a certain bank its employees 
ordinarily secured one account every four 
days, which was a very poor showing for 
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Suitable Rewards Spur Employees On. 


so large a force. The last day of a busi- 
ness-getting contest these same employees 
secured 172 accounts, which is to say thit 
they secured in one day when working at 
full efficiency, as many as they had ordinar- 
ily secured in nearly two years. 


Locked in Their Minds 


N the cases cited nothing was brought 

into the banks prior to the tests. The 
fact that tests were to be held was not 
generally known to the employees of the 
respective banks before the day they were 
officially announced. The number of em- 
ployees and personnel was the same. Spurred 
on under the incentive of a suitable re- 
ward for extra effort these employees 
“found themselves,” and their banks dis- 
covered, perhaps for the first time, hidden 
reservoirs of impounded information and 
energy which these employees had _ been 
keeping secretly locked up in the recesses 
of their minds. Development immediately 
followed the discovery of these hidden treas~ 
ures. These banks did more than to dis- 
cover these hidden reservoirs of energy and 
power, but began at once to hold other con- 
tests, thus assuring their employees of a 
closer cooperation in this regard in the 
future, and further showing that the em- 
ployee who is perfunctory and who con- 
tributes services of a set type only, is not 
delivering the best of which he is capable. 

Before a bank can successfully develop 
and utilize the full resources of its employees 
to any great extent, the employees must 
have a hopeful attitude toward their future 
and a full appreciation of their position. 
Employees who are discouraged over the 
outlook need a new vision of the oppor- 
tunities before them. Those who feel dis- 
heartened because they have no “pull” must 
be shown that advancement in rank is usually 
the result of individual performance and 
not a “pull.” Like a battery, they too, may 
need recharging. 

It has always been a source of wonder- 
ment to me to see what an employee who 
has a reputation of being below the average 
in efficiency is capable of doing when he 
“finds himself.” It is not uncommon for 
bank employees who are low in efficiency 
to improve rapidly in response to encour- 
agement and proper guidance. I have known 
employees of whom it was said that they 
were dead from the shoulders up, to be- 
come intensely interested in their work as 
the result of encouragement, and when en- 
thused, to make a remarkable improvement 
in their efficiency. 


| 


748 


Those Who Coast Along 


N different occasions I have been ad- 

vised against appointing certain persons 
as chairmen of committees because they had 
not already shown ability along certain lines. 
But I have found by actual experience that 
these same persons, when appointed and 
when given full cooperation and encourage- 
ment, often prove that they have exceptional 
executive ability, initiative and “push,” which 
has convinced me that what some employees 
need is to have responsibility thrust upon 
them. The truth is, the percentage of bank 
employees who are really hopeless is exceed- 
ingly small. Of the 25 per cent who are 
only 75 per cent efficient, nearly all can 
be made more efficient by proper training. 
What a certain percentage need is plenty of 
hard work and heavy responsibilities in order 
to make them exert themselves. Ordinarily 
they are inclined to coast along from day 
to day, so give this type plenty of hard work, 
and they will develop under it. Others need 
to be encouraged in order to make them 
grow in usefulness to the bank. Those who 
are easily crushed by too much criticism 
usually thrive if occasionally praised for 
work well done. 

Full efficiency within an organization is 
not spontaneous. It does not spring up 
overnight like a mushroom. It is not some- 
thing that can be bought and set-up in the 
bank ready to operate the first day. It is 
of slow development and calls for educa- 
tion, consultation, cooperation and encour- 
agement. Naturally the question arises as 
to how best to proceed to bring about greater 
efficiency. 

Every bank should have a bulletin board 
conspicuously located at or near the point of 
the greatest travel. If neglected, as most 
bulletin boards are, its usefulness is mini- 
mized. In fact, it becomes unsightly with 
its faded and unsystematically arranged 
sheets of different sizes and colors of paper. 
Is it any wonder that such bulletin boards 
soon lose their reputation as a source of 
down-to-date information? Some _ banks 
have a rigid rule that their employees must 
looks at the bulletin board daily ; other banks 
find that their employees do so without com- 
pulsion. It is all a matter of making the 
board interesting. Placed in charge of a 
responsible person and kept neat and down- 
to-date, it can be made a source of great 
interest and information and an agency for 
increasing the efficiency of employees. 


For Intensive Training 


O set rule for organizing classes would 

work equally well in all banks. The 
arrangement of classes for instruction is a 
matter which each bank must work out for 
itself. In small banks the employees may 
be assembled collectively and in larger banks 
arranged in groups, according to their re- 
spective duties, as, for example, all savings 
tellers and their assistants in one group, all 
commercial tellers and their assistants in 
another. In departmental banks where the 
departments are not too large, employees 
may be grouped by departments, as, for ex- 
ample, employees of the loan department 
forming one group. One great advantage 
in classifying employees according to duties 
performed is that it permits of specialized 
training in the particular duties of those 


forming the group, instead of a generaliza- 
tion of various banking practices. 

Group meetings should be held weekly, 
either before or after banking hours, and oc- 
casionally an entire evening should be de- 
voted to some of the more perplexing prob- 
lems. Meetings should be so arranged as 
not to detain employees beyond their regu- 
lar hours more than once a week, or they 
may feel that group meetings are a burden 
to them instead of a help. Meetings should 
be held regularly and at the same hour and 
place. In order to lend importance to them, 
they should be presided over by an officer, 
preferably the officer who is in daily con- 
tact with the employees and who is familiar 
with their duties. In every group there 
should be a secretary, whose duty it is to 
keep a record of each meeting. This record 
should be very complete. It should show 
date of meetings, names of employees pres- 
ent, subjects discussed and disposition made 
of each. All matters which are approved 
should be followed up by the secretary until 
actually adopted and set in operation. The 
value of these meetings is greatly discounted 
if matters of importance are passed with- 
out definite action. For example, a good 
suggestion is offered whereby the bank can 
make a saving in both money and labor by 
consolidating two of its transit forms into 
one form. Every person in the group is 
heartily in favor of the consolidation, but 
definite action is deferred until the present 
supply of old forms is exhausted. Unless 
the secretary of the group assumes the full 
responsibility of carrying out this sugges- 
tion at the proper time, the chances are that 
it will be forgotten and the bank deprived 
of the improvement. 

Let us assume that a member of the group 
asks a legal question relative to the indorse- 
ment on a check. No one present is posi- 
tive of the correct legal answer, and the 
question is assigned to some member who 
is to ascertain the correct answer and re- 
port at the next meeting. Unless the sec- 
retary follows this assignment and brings 
it up again, it may be overlooked and for- 
gotten entirely. It has been my experience 
that success or failure with group meetings 
depends on whether or not approved sug- 
gestions are put into actual operation, and 
whether or not questions assigned for fur- 
ther consideration are actually presented 
again and satisfactorily and correctly an- 
swered. Too many good suggestions brought 
out in group meetings are never utilized, 
and it is because so much that is valuable is 
lost through oversight that I am emphasiz- 
ing the importance of having a secretary 
who is a stickler for seeing things through 
to the finish. 

As to the success of these group meetings, 
much depends on the initiative of the presid- 
ing officer. As a beginning, especially if 
conferring with a newly organized group, he 
should emphasize the importance and value 
of an exchange of ideas. From the outset 
he should encourage a general participation 
in every discussion in order to draw out 
each member and get the benefit of his views. 
Caution should be constantly exercised never 
to ridicule or belittle any suggestion that is 
submitted, and no member of the group 
should ever be singled out for ridicule be- 
cause he made some ill-considered sugges- 
tion. Nothing so quickly silences the mem- 
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bers of a group and destroys their initiative 
as having the presiding officer make them 
appear ridiculous. 

All members, especially those low in effi- 
ciency, should be continuously pressed to 
participate. By taking an active part, their 
progress will be much faster than it would 
otherwise be. Problems which arise out 
of every day transactions with the bank’s 
patrons are always of interest, as every 
member of the group has such problems and, 
therefore, will appreciate the views of others. 

Group meetings have a synchronizing ef- 
fect on methods and systems used by the 
bank and in the treatment of customers. 
They bring uniformity out of diversity. 
They bring up the average of efficiency to 
a high point. 


A View of the Whole Bank 


T is advisable occasionally to hold meet- 

ings at which the members of all groups 
are consolidated. These general meetings 
should be held evenings in order to have 
ample time for discussion of subjects which 
are of interest to so large a gathering. 
The principal object should be to plan for 
the development of a greater bank as a 
unit and not some particular department in 
it. Employees should be given a vision of 
the whole bank, its needs and its require- 
ments. They should be fully impressed with 
the fact that they are vitally interested in 
the whole bank, and that their interest is 
not confined to the department in which 
they are employed. It should be emphasized 
that, because an employee is not the head 
of his department is not in itself a good 
reason why he should side-step all respon- 
sibility for the success of the department, or 
that because he is assistant teller in a cage 
and not the teller is not a sufficient reason 
for throwing all of the responsibility for 
the conduct of the cage upon the teller, or 
that because he is not a member of the 
New Business Department is no excuse for 
failing to secure new business. These gen- 
eral meetings offer an exceptional oppor- 
tunity for impressing on the minds of the 
entire staff the need for a deep sense of 
loyalty to the whole bank as well as a par- 
ticular interest in the department to which 
employees are attached. Although the abil- 
ity to concentrate on one’s own department 
is commendable, it should never be carried 
to the extreme, where it limits one’s vision 
and activities to immediate surroundings. 
Instead of permitting employees to acquire 
a narrow conception of the bank, they should 
be constantly shown that what is good for one 
department is good for all departments, just 
as destructive criticism of one department 
reacts detrimentally to the whole bank. This 
same idea of the whole bank can be driven 
home in a most impressive and_ personal 
manner by pointing out that the success of 
the employee is predicated on the success of 
the whole bank. Advancements in rank and 
increases in salaries are to some degree 
based on the development, expansion and 
prosperity of the bank, and not entirely on 
a single department in it. Each employee 
should be made to realize that, if through 
his neglect, carelessness or indifference he 
drives patronage away or incurs unneces- 
sary expense, the whole bank suffers and 
indirectly he retards his own progress, re- 
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A World Census of Agriculture 


By C. B. SHERMAN 


Such an Inventory Has Never Been Taken and the Many 
Obstacles in the Way of Getting Comparable Data for the Use 
of Business and Banking Shows it to be a Formidable Task. 


An American Chosen to Direct. 


WORLD census of agriculture is 
now definitely on the international 
calendar. It will be taken in 1930 
under the auspices of the Inter- 

national Institute of Agriculture at Rome 
by the adhering governments in accordance 
with plans and specifications submitted by 
the Institute. This census will be the first 
effort ever made to inventory the world’s 
agriculture and is expected to yield valuable 
statistical data that will enable the leading 
agricultural countries of the world to or- 
ganize their production of food and fibers 
to meet the world demand. 

The need for a world census of agricul- 
ture and livestock is the same in interna- 
tional statistics, industry and commerce, as 
in the domestic economy of nations. A na- 
tional inventory at periodical intervals is as 
important a factor in national welfare as 
is a periodical inventory in an industrial 
or commercial enterprise. An agricultural 
and livestock census is an inventory of the 
natural resources developed and utilized in 
the principal basic industry of most coun- 
tries. Taken periodically, such censuses 
measure -the past growth and prosperity of 
a country and its present and potential future 
development. 

Over and above the national service, the 
need for dependable international statistics 
of agricultural and livestock production has 
become increasingly apparent in modern 
times with the development of modern means 
of rapid communicational and international 
commerce, which have made the whole world 
one. Certain staple crops and livestock prod- 
ucts have become known as world crops and 
products, and their prices in all countries 
are determined, or greatly influenced, by 
the present or prospective supply through- 
out the world. This is now true of the ce- 
reals, wheat, rye, barley, oats, rice and 
maize; of vegetable fibers, especially cotton 
and flax; of meats, wool and dairy products ; 
of vegetable oil seeds, such as flaxseed, cot- 
ton seed, peanuts and soy beans; of tobacco, 
sugar, coffee and tea. Other vegetable prod- 
ucts like cocoanuts, rubber, fruits and lum- 
ber are becoming of international impor- 
tance. 


An American Director 


UR interest in the world census, strong 

since the proposition was first ad- 
vanced, has been stimulated by the fact that 
an American statistician, Leon M. Esta- 
brook, has been chosen as Director of the 
World Census. Several hundred crop statis- 
ticians and agricultural experts from all over 
the world were candidates for the position, 
but the International Institute of Agricul- 


ture finally went outside the list of candi- 
dates and tendered the directorship to Mr. 
Estabrook, who has been granted leave by 
the United States Department of Agricul- 
ture to undertake the work, and will sail 
for Rome this month to begin the prelimi- 
nary work. Mr. Estabrook was formerly 
chairman of the crop reporting board of 
the Department of Agriculture, and was the 
Department’s representative at the first as- 
sembly of the International Institute after 
the World War. In 1923 he was loaned to 
the Argentine Republic, for the purpose of 
developing a crop reporting system and sat- 
isfactory statistical methods for the Argen- 
tine Ministry of Agriculture. He then made 
a statistical survey of agriculture in South 
America for the Department of Agricul- 
ture. On his departure from the Argentine 
he was presented with an unusual gold 
medallion, setting forth the value of his ser- 
vices to the Argentine Ministry of Agri- 
culture. 


Value of the Census 


66.D ERIODICAL census inventories and 

the intervening crop and livestock esti- 
mates are extremely valuable and important 
in the national economy,” says Mr. Esta- 
brook, “because they measure the changes 
that are taking place in different sections of 
the country; they show the areas of surplus 
and deficient production, the surpluses of 
food and raw materials that will be avail- 
able for distribution and consumption, and 
the deficits that must be supplied from 
other sources, and they indicate to bank- 
ers, merchants, business men and transporta- 


. tion agencies the quantities of farm and 


Leon M. Estabrook, the American who will 
direct the World Agricultural Census 
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The Enumeration in 1930. 


livestock products that will have to be trans- 
ported and distributed and the degree of 
prosperity of particular areas of high or 
low purchasing power. 

“Just to the extent that the crop and 
livestock statistics of a country are accu- 
rate, timely and dependable, uncertainty with 
respect to the volume of production is re- 
moved, opportunities for circulating false 
reports by speculators are largely eliminated, 
the risk involved in financing, transporting, 
storing and distributing surplus production 
is lessened, and prices are stabilized. For 
this and other reasons every nation should 
feel justified from purely selfish motives in 
going to the expense and trouble of taking 
a periodical census and of developing and 
perfecting its crop and livestock reporting 
service. 


Of Special Interest to Bankers 


66 HE world census of agriculture should 

be of special interest to bankers,” 
continues Mr. Estabrook, “because of the 
important part they play in financing crop 
production and crop movement and in ad- 
vancing credit to the industries dependent 
upon agriculture for raw materials, such as 
country merchants, grain and cotton factors, 
meat packing and fruit and vegetable can- 
ning establishments, flour and sugar mills, 
the textile industry and the various factors 
of distribution. In fact, business prosperity 
or business depression depend largely in the 
United States and in other countries upon 
the relation between the effective and the 
prospective supply and demand for agricul- 
tural and livestock products, and the result- 
ing prices therefor throughout the world, 
and bankers, perhaps more than any other 
class of business men, are concerned in 
the continual changes that are taking place 
in production, movement and prices of ag- 
ricultural products as fundamental factors 
of business that are reflected in the periodi- 
cal censuses and crop reports.” 

Partial results of the world census should 
begin to be available toward the close of 
1930, and complete results should be pub- 
lished in 1932 or 1933. At present seventy- 
seven governments are treaty members of 
the International Institute of Agriculture at 
Rome. If all of these governments are in- 
duced to take an agricultural and livestock 
census in 1930, it will mean a real world 
census of agriculture, because these member 
nations produce more than 95 per cent of 
the total agricultural and livestock produc- 
tion of the world and practically 100 per 
cent of the surplus production which enters 
into international trade. 

(Continued on page 770) 
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ive the Country Bank This 
Additional Protection 


By CRAIG B. HAZLEWOOD 


Vice-President Union Trust Company, Chicago 


Supervision That Prevents Bank Disaster is More Valuable 
to Depositors Than the Payment of Deposits Through Liqui- 
dation or the Operation of a Guaranty Fund. As the Banking 
Business Cannot Stand Still, Bankers Should Look Forward. 


HE possibility of human error is 
present in every undertaking. It 
probably is impossible to eliminate it 
wholly. If the element of error can 
be materially reduced, and if we can make 
banking measurably safer for the banking 
public, are we not accomplishing something 
really worth while from our own standpoint? 
Are we not to be held accountable, therefore, 
for the bankers who cannot be depended upon 
to make bank deposits secure? If we will 
not assume this responsibility, not alone for 
our own institutions but for neighboring and 
competing banks, how can we successfully 
argue against the attempt to do so by gov- 
ernment guaranty which provides no dis- 
crimination between good and bad banks and 
no incentive for the employment of the best 
banking methods? Why has such guaranty 
of bank deposits always been unsuccessful ? 
Why has it failed miserably in Oklahoma? 
First, its failure is due to its political con- 
trol arid, second, to the fact that it provides 
for an insurance without reference to the 
risk involved. To illustrate, would privately 
owned insurance companies undertake to is- 
sue a bond or guaranty for every dollar of 
deposits in the banks of any state? They 
would be very glad to do so without doubt 
for by far the greater amount of the de- 
posits. Unquestionably, however, they would 
reserve the right of selection of the risks. 
The answer to the demand of the public that 
deposits be kept safe is not to be found in 
putting all banks on a common basis, but 
rather in establishing some basis of dis- 
crimination for the depositor between banks, 
which are rightfully managed and_ those 
which are not. This standard of discrimina- 
tion can be set up by the bankers themselves 
if they will organize for this purpose. 


Few Can Operate Single- 
Handed 


ie is a perfectly human thing to refrain 
from making a bad loan or a bad invest- 
ment if the result would bring criticism or 
censure. Only a comparatively few men 
can be depended upon to operate single- 
handed without error. Supervision of some 
kind, and the handling of matters according 
to precedent and principles which are well 
established is helpful to all banks. 
Supervision that prevents bank disaster is 
more valuable to the stockholders and de- 
positors alike than payment of the deposits 


through liquidation, or by operation of a 
guaranty fund, or by any other form. of in- 
surance after failure has taken place. If 
there is a method by which the good banks 
in a county can help to reduce the risks in 
banking, is it not worth while for all to join 
together for this purpose? Almost every- 
one feels that his bank is being conducted 
properly. However, many perhaps know of 
banks which are taking unwise risks. In 
many cases these risks probably are taken 
by bankers who are somewhat inexperienced, 
who desire to favor some particular interest, 
or who may themselves have interests in out- 
side businesses which they wish to promote. 

There is a plan which is a demonstrated 
success in thirty-three cities of this country 
and which has gone a very long way to re- 
duce these risks in these communities—the 
plan of a Clearing House examination. The 
first reaction of the country bankers is that 
this plan is suitable for the city but not for 
the country communities but the principles 
of sound banking are the same in the coun- 


Look Forward 


N_ the accompanying article, 
directed principally to coun- 

try bankers, Craig B. Hazlewood, 
vice-president of the Union Trust 
Company of Chicago, points out 
that the principles of sound ° 
banking apply alike in town and 
country, and that the voluntary 
safeguard of a clearing house 
association well might be insti- 
tuted by the country bankers 
for the protection of the banking 
business as a whole. Banking, he 
observes, has been fortunate in 
the matter of legislation when it 
is compared with other lines of 
business, but banking can not 
stand still and he urges bankers 
to be forward-looking in their 
views and to make sure that 
every possible means is employed 
to give the depositors the best 
protection that can be made avail- 
able. 
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try as they are in the city. In the next 
place the plan has been in successful opera- 
tion in about a dozen communities in vari 
ous parts of the country in which the banks 
are all relatively small institutions. It is a 
comparatively new idea and, I am frank to 
say, is a hard one to sell. Feelings of jeal- 
ousy and rivalry are to be expected where 
competition is strong. 


To Organize a Clearing 
House 


HIS plan carries with it the organizing 

of a Clearing House Association which 
may or may not have the additional useful 
function of clearing checks between banks. 
Each bank belonging to the association would 
have one vote and regular meetings would 
be held to decide on the association’s policies. 
An executive committee of perhaps five, con- 
sisting of representative and well established 
bankers in the community, would be elected. 
This executive committee would be intrusted 
with the task of employing a competent ex- 
aminer who would report to it only such 
cases as, in the judgment of this examiner, 
required actual attention. It would be ex- 
pected, as a matter of course, that any in- 
formation intrusted to such a committee 
would be confidential even to the exclusion 
of associates in their own bank. 

What would be the method of going about 
putting the plan into effect? First, an in- 
formal meeting of the best banks in the 
county should be called for the purpose of 
forming an Association of perhaps twenty- 
five banks. Perhaps, some banks would not 
join at the outset. It has been the history 
of similar organizations that there always 
are some doubting Thomases who stay out 
in the beginning but who ask to come in 
later, and are permitted to join if their 
financial condition is satisfactory. 

Should all the banks in the community be 
asked to join? Is a 100 per cent member- 
ship essential to the success of such an as- 
sociation? Participation by all the banks 
is not necessary; on the contrary, after the 
association has been formed additional mem- 
bers should be elected only after an examina- 
tion is made on behalf of the association. 
If the applying bank is in the “A” class 
there will be no question, of course, regard- 
ing its admission. If the examination should 
disclose a weakness in the bank’s position, 

(Continued on page 780) 
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ome of the Major Problems 


66 HAT can we do to make the 
town grow?” 
Business makes towns and 
service makes business. The 
thing likely to count most in the growth 
of any town is good service, whether that 
service be in the form of furnishing a nat- 
ural commodity, making pens, or making 
cars, 

That is true for everything in the whole 
list of human products. No better bid may 
be made for growth than more service— 
more service in every article that is turned 
out; every method that is offered; every 
sheet that is printed; every yard of cloth 
that is woven. 

Not alone service in the sense of dura- 
bility, but all the elements that enter into 
the masterpiece—from durability, workman- 
ship, economy, on up to the appeal to the 
eve. 

“But,” the doubter asks, “if there is an- 
other degree of service in a tool, or an- 
other dot of beauty,in an art object, will 
the market know it? 

The answer to that is that service does not 
end with making. The company cook can 
call, “Come and get it!” and so dispose of 
his offering, but complete service in busi- 
ness and the development of the whole of 
an enterprise’s opportunity entails the tell- 
ing of the buyer and the prospective buyer 
of how you or your goods can serve him 
—help him to do, to be, to save, or to add 
new punch to the service he himself ren- 
ders. 

That’s advertising—the news of service 
—and it is also, day by day, the news of 
opportunity to millions! 

What better answer then for the man. 
or the group, seeking for something with 
which to add to the growth of the home 
town, than more service in everything pro- 
duced; more service, too, in telling the 
world about it! 

We can pass the subject of desirability 
of quality in products as something gener- 
ally conceded, but when we come to the next 
link of service in making business grow— 
advertising—then intelligence is too often 
clouded. 

The man who will give microscopic atten- 
tion to every detail of production, from 
the smallest fibre, or the minutest grain of 
metal, all along through every stage of 
manufacture, sometimes utterly fails to ap- 
preciate the full possibilities of the next step 
in service. 

Fears, doubts, illogical conclusions, lack 
of faith interfere with his future progress. 

Though he would not take a man from 
a stock room to make his patterns or to 
conduct experiments in chemistry; though 
he would not himself undertake the fine 
processes of a trade he never learned, some- 
times he will do things on a corresponding 
scale in the world of advertising. 

Though he knows the value of high skill 
and wide experience in the factory and is 
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justly angered when raw material is blun- 
deringly spoiled, he is less exacting after 
his fine product is finished and is even com- 
placent if an advertising campaign brings 
100 orders, because he does not realize that 
perhaps 200 additional orders were lost by 
inefficiency. 

These 200 orders, which he did not get, 
may mean a greater potential loss than a 
quantity of spoiled material in the factory. 

Make the town grow by advertising its 
preeminently good products, and to that 
work of advertising bring the highest skill 
and the widest experience that can be found. 


Banking and Diplomacy 


NE of the most dramatic events in the 
World War was the spectacle of the 
President of the United States—the scholar 
with pen in hand—driving from his throne 
the War Lord of Germany, sword and all. 
One of the most dramatic events of the 
reconstruction period is the spectacle of the 
American Ambassador to the Court of St. 
James standing in evening dress and telling 
the nations of Europe that they must lay 
aside their hatreds and go to work—or 
American aid in reconstruction ceases. 

The mammoth foreign loans of last year 
were a help to Europe, but this voice of 
America may be a help of even comparable 
magnitude if Europe will but heed the warn- 
ing. 

Though he stood as a diplomat, the atti- 
tude of Ambassador Houghton was not un- 
like that of an American banker here at 
home, impassionately advising a customer 
how to restore his business and making 
plain the course of events if the customer 
refused or neglected to follow a safe course 
of business procedure. 

“The full measure of American helpfulness can 
be obtained only when the American people are as- 
sured that the time for destructive methods and 
policies has passed and that the time for peaceful 
upbuilding has come,’ declared Ambassador 
Houghton. “They are asking themselves if that 
time has in fact arrived. And that question they 
cannot today answer. The answer must be given 
to them. It must come from the peoples of 
Europe, who alone can make the decision. 

“Tf the answer is peace, then you may be sure 
that America will help to her generous utmost. 
But if—which God forbid—that answer shall con- 
tinue confused and doubtful, then I fear that those 
helpful processes which are now in motion must 
inevitably cease. 

“We are not as a people interested in making 
speculative advances. We can undertake to help 
only those who try to help themselves. And in 
saying this we are not thinking specifically of anv. 
pne nation, but rather of a situation in which all 
are alike involved. 

“Now with the working out of that problem in 
its details the American people have no will nor 
desire to meddle. They recognize that into it 
factors enter with which they are only indirectly 
concerned. Their geographical position alone frees 
them from considerat‘on which. other nations must 
regard, They offer no advice.” 


To those who have been anxious that 
America should abandon its traditional pol- 
icy and participate in the affairs of Europe 
this step ought to be satisfying, and to 
those also who have been concerned lest 
we become involved in entangling foreign 
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alliances the attitude of America ought to 
be entirely satisfactory, for it appears that 
in the position that has been assumed, 
America can actually serve both herself 
and Europe. 


Old and New Economies 


Bre deep significance of the urge for 
consolidation is one of the most interest- 
ing business phenomena of the times—inter- 
esting from many angles, but from none 
more interesting than because it marks the 
attainment of a new high level of business 
ability. 

The man who, had he been an active fig- 
ure in the business world of three genera- 
tions ago, might have seen his opportunity 
as a modest manufacturer is now quite as 
likely to see his opportunity in combining 
the group of factories founded in his grand- 
father’s time. 

The old opportunities were legitimate and 
laudable; the new opportunities are no less 
legitimate and laudable. The economies prac- 
ticed in other days were rigid, and now some- 
times appear to have been even pitiable. The 
new opportunities are also legitimate, and 
the economies which attend them, while on 
a grander scale, like all economies, have 
withal, something of the merciless in them. 

One of the most important industries in 
the United States attributes a large meas- 
ure of its success to the fact that always 
it strives to attain a new degree of efficiency 
in its production—to produce this year at 
less expense than it did last year. 

Always it has striven to make these re- 
ductions in cost not through its payroll but 
through the utilization of scientific discov- 
eries and new attainments in engineering. 

The business world of the United States 
is feeling this same economic urge, and 
the urge is becoming stronger from year 
to year. Hence it is that men are looking 
into business with an eye to discovering 
new opportunities for themselves and new 
prices for consumers merely by cutting out 
wastes of competition, wastes in duplica- 
tion of overheads and wastes in antiquated 
selling methods. 


N some European countries business en- 

terprises established with foreign capital 
are being subjected to boycotting tactics. 
British advertising has been rejected from 
certain media, and tenant merchants have 
been evicted from shops because they sold 
goods manufactured through British enter- 
prise. These tactics lengthen interminably 
the road to prosperity; they spring from 
the same impulse which once led to the de- 
struction of labor-saving machinery on the 
theory that the operation of the machines 
would render men idle. The British and 
American loans which so many nations seek 
will go farther and serve better with a 
reasonable amount of British and American 
enterprise setting the pace than they possibly 
could without the spur of competition. 
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Opinions of the General Counsel 


Surrender of Certified Checks 


Securing Order Shipments 


ERCHANTS upon arrival of goods 

upon order shipments, where the bill 
of lading is lost or delayed, make and pro- 
cure certification of a check payable to the 
order of the carrier and obtain the goods 
upon deposit of the check, which is returned 
if the bill of lading is surrendered. The 
check is generally not indorsed by the car- 
rier when surrendered to the drawer, and 
while it is customary for banks to credit 
the drawer’s account with the check, some 
banks insist upon the payee’s indorsement 
before credit, which some carriers refuse. 
Inquiry is made as to the legal status of cer- 
tified checks in this connection and sugges- 
tions for solution of the problem. Opinion: 
There ts some ground for the bank’s refusal 
to credit without payee’s indorsement. A 
certified check may never have been deliv- 
ered by drawer to payee, or it may have 
been deliverd and returned to the drawer 
without indorsement. In such cases the title 
would be in the drawer. Possession of a 
certificd check by the drawer raises the 
presumption that it has not been delivered to 
the payee. But in the absence of positive 
proof of the drawer’s title, there is the 
possibility that an unindorsed check may 
have been obtained from the payee by the 
drawer, after delivery, by fraud or theft. 
and that title is still in the payee, in which 
event the bank, if it credits the drawer, 
would take the risk of liability to the payee. 
The same would be true if the drawer 
made a check to his own order, indorsed it 
to the payee and then erased the indorse- 
ment. In view of the possible insecurity of 
the bank which credits the drawer with a 
certified check unindorsed by the payee and 
of the reluctance of carrier-payees to indorse 
without recourse, it is suggested that a form 
of release or certificate be devised reciting 
that the check has been returned to the 
drawer and that the carrier no longer is 
interested therein, to be executed and deliv- 
ered by carrier to drawer after return of 
his check and filed by the drawer with the 
bank for its protection as a preliminary to 
giving credit for the check. In cases where 
a certified check has never been delivered 
by the drawer and where no indorsement 
of the payee or disclaimer of interest in 
the check can be procured, it ts suggested 
that banks not desiring to take the risk 
of the drawer’s honesty, require positive 
proof of non-delivery to the payee or a 
bond of indemnity from the drawer. 

From Virginia: We are inclosing herewith copy 
of a letter from one of our good customers, and 
if you would be so good as to advise us the legal 
status of certified checks we would be deeply ‘n- 
debted. We have always contended that when the 
drawer had a certified check in his possession it 
was presumed that he had not made delivery of 
same and was entitled to it: 

“One of the provisions in Carrier Tariffs for 
the delivery of an order shipment without the 
immediate surrender of the bill of lading is that 


when the bill of lading is lost or delayed delivery 
may be made under protection, as security, of 
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a deposit of a certified check of 125% of the 
invoice or value. It is generally customary for 
the check to be payable to the order of the carrier 
and the drawer has the check certified before de- 
positing it with the carrier as security for the de- 
livery. When the bill of lading is surrendered, un- 
less it has been collected in the meanwhile, the 
certified check is returned to the party from whom 
received and, generally, without being endorsed by 
the carrier. Some carriers have given instruc- 
tions to Agents that these checks must not be 
endorsed by them when the checks are returned 
to the depositor. Sometimes this causes some em- 
barrassment between the drawer of the check and 
the bank which certified it as the certification of 
the bank reads “Good when properly endorsed.” 
The drawer of the check generally arranges with 
the bank to credit his account with the amount of 
the check witout the endorsement of the carrier 
in whose favor it is drawn. Some banks have in- 
sisted upon the endorsement of the carrier before 
crediting the drawer with the amount of the check. 
As a general rule carriers prefer not to endorse 
these checks, but of course their liability would 
be slight if the checks were endorsed without re- 
course. It has been suggested as one of th: means 
to overcome this difficulty that the checks might 
be drawn by the drawer to the order of himself 
and then endorsed to the order of the carrier so 
that when the carrier returns the check to the 
drawer on surrender of bill of lading the drawer 
would eliminate his endorsement to the carrier 
and then endorse it to the bank to receive credit. 
The question has arisen whether in either of the 
above cases the bank would be liable to the car- 
rier if the check should illegally come into the 
hands of the drawer when it is really the property 
of the carrier and then used by the drawer for 
his credit at the bank. The Negotiable Instrument 
Act states a special endorsement specifies the 
person to whose order the instrument is to be 
payable and that the endorsement of such endorsee 
is necessary to further the negotiation of the in- 
strument. It might be contended that in the ab- 
sence of the endorsement of such endorsee the 
bank is put upon notice that the instrument has 
not been negotiated by the endorsee to whom it 
was endorsed and is, therefore, liable to such en- 
dorsee unless he had transferred to the drawer the 
title of the instrument. In the case above referred 
to such endorsee would be the carrier, It might 
also be held that the bank would be put upon 
similar notice in case the check was payable to the 
order of the carrier and not endorsed by it. If 
vou can consistently present this question to the 
General Counsel of the American Bankers Asso- 
ciation for his opinion, I shall be obliged.” 


It is quite customary for banks to credit 
to the accounts of drawers, checks which 
have been certified for such drawers, pay- 
able to third persons and offered for de- 
posit by the drawer without the indorsement 
of the payee. This is on the theory that 
possession by the drawer is presumptive 
evidence of title and that the check has 
never been delivered to the payee or if de- 
livered has been returned to the drawer. 
But there are many banks which insist that 
the indorsement of the payee be first pro- 
cured because of the danger of liability 
through the possibility that the check may 
have been delivered to the payee and pro- 
cured from him by the drawer through 
fraud or theft. 

There is some ground for this position. 

It has been held that “possession of a 
bill or note unindorsed by the payee is not 
of itself evidence of title. It may have been 
acquired by fraud or theft. Daniel on Neg. 
Inst. Sec. 574” Quoted in Hathaway v. Dela- 
ware Co. 185 N. Y. 368: 78 N. E. 153. 
But it has also been held that possession of 
a certified check by the drawer raises a 
presumption that it has not been delivered 
to the payee. Buehler v. Galt, 35 Ill. App. 
225. However, it is not clear that this 
presumption of title in the drawer is con- 


752 


clusive and should a case arise where the 
payee had title but had been deprived o{ 
possession by the drawer by fraud or theit, 
the bank notwithstanding payment to the 
drawer, might be held liable to the payee 
for the amount of the check. 

The question then arises, what procedure 
is practicable, which will safeguard the 
bank and be satisfactory to the payee? 
Where the drawer’s certified check has been 
returned to him by the carrier who indorses 
it without recourse, this would safeguard 
the bank. But some carriers decline to 
make such indorsements and the question 
is asked whether the carrier can hold the 
bank liable if, after an indorsement with 
out recourse and before return to the 
drawer, the check illegally comes into his 
possession. The Negotiable Instruments Act 
(Sec. 16) provides that “where the instru- 
ment is in the hands of a holder in due 
course, a valid delivery by all parties prior 
to him so as to make them liable to him, 
is conclusively presumed.” But in this case, 
the bank would not conf within the category 
of a holder in due course. Nevertheless, 
on principles of estoppel, the carrier might 
be estopped to deny delivery to the drawer 
and precluded in such case from recovering 
the amount of the check from the bank. 
It is also suggested that the drawer might 
make the check payable to his own order 
and indorse it to the order of the carrier 
and when returned erase his indorsement ; 
and the question is asked whether in case 
the drawer should regain possession of the 
check by fraud or theft when still the prop- 
erty of the carrier, the bank could be held 
liable to the carrier. I think this case would 
stand on the same footing as that of the 
check returned unindorsed by the carrier. 
The presumption of title in the drawer aris- 
ing from possession, might not be conclu- 
sive and the bank held liable to the carrier. 

This discussion leads to the conclusion 
that if the carrier indorsed the check with- 
out recourse, there would be the remote 
possibility that the drawer might unlaw- 
fully obtain possession of the check before 
delivery and, therefore, the carrier would 
not be absolutely safe if it so indorsed the 
check; nor would the bank be absolutely 
safe if it paid the amount to the drawer 
without such indorsement or without some 
other absolute proof that the carrier no 
longer had an. interest in the check. 

Assuming that the pledge of certified 
checks to carriers to secure delivery of or- 
der shipments where the goods arrive be- 
fore the bill of lading is a transaction of 
considerable frequency and calls for a set- 
tled method of procedure whereby both bank 
and carrier can perform their respective 
functions therein with absolute safety, it 
would seem that a form of release or cer- 
tificate might be devised reciting in simple 
language that the described check had been 
returned to the drawer and that the carrier 
had no longer any interest therein, this to 
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be executed only after actual delivery of 
the check by carrier to drawer. Such a cer- 
tificate would involve the carrier in no lia- 
bility—it would be simply the recital of a 
fact—and when filed with the bank would 
afford it the necessary protection as indicat- 
ing that the drawer was solely entitled to 
the proceeds of the check. 

The above suggestion would not, of 
course, solve the problem where the drawee 
has his check certified, but does not deliver 
it to the payee and cannot obtain anything 
from the payee to enable him to prove non- 
delivery. In such case the bank, unless it is 
willing to trust to the honesty of its de- 
positor or to take the risk of possible title 
in the payee, should require positive proof 
of nondelivery to the payee or a bond of 
indemnity from the drawer to save it harm- 
less if the payee should afterwards claim 
title to the check. 


National Bank Director’s Oath 
Before Employee-Notary 


gr apt by act approved Feb. 20, 
1925, amended Sec. 5147 Rev. Stat. 
covering oath of directors of national banks 
and, among other amendments, provided 
that the oath should not be taken before a 
“notary public or other officer who is an 
officer of the director’s bank.” Question ts 
asked whether this prohibition extends to a 
notary who is an employee of a national 
bank. Opinion: The prohibition of an offi- 
cer of the director's bank from administering 
the oath does not extend to an employee 
such as a clerk, teller or bookkeeper who is 
not an officer. 

From Virginia: The last Congress passed a law 
prohibiting an officer of a national bank from 
acting as notary in administering the oath of a 
director of the bank in which the officer is em- 
ployed. Does this also apply to employees in the 
same bank? 

Congress by Act approved Feb. 20, 1925, 
amended Section 5147 United States Re- 
vised Statutes relating to oath required of 
directors of national banks, to read as fol- 
lows (new matter italicized, matter omitted 
in brackets) : 

“Each director, when appointed or elected, 
shall take an oath that he will, so far as 
the duty devolves on him, diligently and 
honestly administer the affairs of such asso- 
ciation, and will not knowingly violate, or 
willingly permit to be violated, any of the 
provisions of this title, and that he is the 
owner in good faith, and in his own right, 
of the number of shares of stock required 
by this title, subscribed by him or standing 
in his name on the books of the association, 
and that the same is not hypothecated, or 
in any way pledged, as security for any 
loan or debt. The oath shall be taken be- 
fore a notary public, properly authorized and 
commissioned by the State in which he re- 
sides, or before any other officer having an 
official seal and authorized by the State to 
administer oaths, except that the oath shall 
not be taken before any such notary public 
or other officer who is an officer of the 
director’s bank. [Such] The oath, sub- 
scribed by the director making it, and cer- 
tified by the notary public or other officer 
before whom it is taken, shall be immediately 
transmitted to the Comptroller of the Cur- 


rency, and shall be filed and preserved in his 
office for a period of ten years.” 


Your question is whether the prohibition 
that the notary or other officer who ad- 
ministers the oath shall not be “an officer 
of the director’s bank” would prohibit an 
employee such as a clerk, teller or book- 
keeper of the bank, who is a notary, from 
administering the oath. I am inclined to 
the opinion that it would not and base this 
opinion upon the following considerations: 


1. By Act of Feb. 26, 1881, Congress 
provided for the verification of returns of 
national banks before a notary or other duly 
commissioned officer “Provided that the of- 
ficer administering the oath is not an officer 
of the bank.” This prohibition of an officer 
does not extend to an employee for I un- 
derstand it has been the common practice 
for notaries who are clerks in national banks 
to administer this oath, they not being 
deemed officers within the meaning of the 
prohibition. 


2. In other prohibitory sections, Con- 
gress has expressly specified employees to 
indicate the intention that the prohibition 
shall apply to such employees. Thus Sec- 
tion 5144 U. S. Revised Statutes provides 
that “no officer, clerk, teller or bookeeper of 
such association shall act as proxy” in an 
election of directors and in deciding ques- 
tions at meetings of shareholders. True the 
Comptroller of the Currency has ruled that 
a director is an officer and cannot act as a 
proxy at a shareholder’s meeting and doubt- 
less the same ruling would be made under 
the amended Section 5147 that a director is 
an officer and could not as notary administer 
the oath to other directors. But it seems 
to me that if Congress had intended to pro- 
hibit employees other than officers from 
administering oaths to directors, the same 
express provision would have been made as 
in the case of prohibition to act as proxy, 
namely, that “no officer, clerk, teller or 
bookkeeper” shall so act and that the 
omission to specify clerks, tellers and book- 
keepers of the bank in the prohibition 
against administering oaths and merely speci- 
fying that the oath shall not be taken before 
a notary “who is an officer of the director’s 
bank” indicates an intention that only an 
officer (probably including a director) shall 
be disqualified. Again in Section 22 (a) 
of the Federal Reserve Act, it is expressly 
provided that “no member bank and no 
officer, director or employee thereof shall 
hereafter make any loan or grant any 
gratuity to any bank examiner.” Subdivi- 
sion (e) of said section further provides 
that “no member bank shall pay to any 
director, officer, attorney or employee a 
greater rate of interest” on deposits than 
that paid to other depositors on similar de- 
posits. See also Miller v. State, 225 S. W. 
(Tex.) 379 where a “cashier” was held not 
to be a “clerk.” 


These citations would seem to indicate 
that when Congress intends to prohibit an 
officer or other employee from doing a par- 
ticular act, specification is made with par- 
ticularity of the officers or employees in- 
tended and warrants the conclusion that 
where an “officer” is prohibited from doing 
a particular act the prohibition would not 
extend to a minor employee who is not an 
officer. It might be desirable, however, to 


obtain an official ruling from the Comp- 
troller. 


Forged Draft in A.B.A. Code 


MEMBER bank using A.B.A. Code is 

requested by its correspondent to in- 
struct the latter to honor all telegrams re- 
ceived by them in A.B.A. Code language 
and “purporting to come” from the instruct- 
ing bank. The bank desires to know who 
would be liable, under such instruction, if a 
draft in A.B.A. Code which was paid, turns 
out to be forged. Opinion: Aside from the 
instruction if a bank pays a forged tele- 
graphic draft purporting to be signed by 
another bank, whether in A.B.A. Code or 
in ordinary language, it cannot hold the 
purported drawer responsible, but might 
hold the telegraph company unless the lat- 
ter used due care. If, however, a bank using 
the code should instruct another bank to 
pay all drafts in code language “purporting 
to come from us” this would probably con- 
stitute an assumption of liability for gen- 
uineness of the purported draft. This is a 
risk which should not be undertaken. 

From California:—We would appreciate your 
advice on the following point: Who is liable in 
the case of a bank receiving a message in A.B.A. 
code signed by another bank covering the payment 
of money, which, after the order is executed, 
turns out to be a forgery? j 

This point comes up on account of our being 
requested by one of our correspondents to send 
them instructions to honor any and all telegrams 
received by them in the language of American 
Bankers Association code and purporting to come 
from us. It appears to us that unless the members 
of the A.B.A. are protected by some form of in- 
surance, they would be liable on every coded 
message which is received and executed. 

The American Bankers’ Association’s 
code is designed to provide (1) brevity in 
code messages between members and (2) a 
certain measure of secrecy as to the mean- 
ing of the message which would minimize 
the danger of forgery. But the American 
Bankers’ Association’s Code System is not 
proof against forgery any more than a 
message in ordinary language. 

If a bank pays a forged telegraphic draft 
purporting to be signed by another bank, 
it cannot hold the purported drawer re- 
sponsible. Whether or not it can hold the 
Telegraph Company liable will depend upon 
whether the latter used due care in receiving 
and transmitting the message. A Telegraph 
Company is not an insurer of the genuine- 
ness of a message transmitted, but where 
it receives a message signed in the name of 
a bank, without making inquiry of the bank 
or ascertaining the authority of the sender 
to sign the bank’s name, it does not use 
due care and is responsible. See Opinions 
Nos. 1705 and 1706 with supporting de- 
cisions in “Digest of Legal Opinions of 
Thomas B. Paton Complete Edition 1921.” 

If the forged draft is in the American 
Bankers’ Association’s code, the same prin- 
ciples would apply. 

It follows that your bank should not 
instruct another bank “to honor any and 
all telegrams received by them in the lan- 
guage of the A.B.A. Code and purporting 
to come from us,” because the use of the 
words “purporting to come from us” would 
probably constitute an assumption of lia- 
bility on the part of your bank for the 
genuineness of the purported message. If 
the words “purporting to come from us” 
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were omitted from the instruction, then it 
would only authorize the bank receiving the 
instruction to honor genuine drafts in code 
language and place upon such bank the 
risk of forgery with possible recourse upon 
the Telegraph Company, dependent upon 
whether that company had exercised due 
care. 


Negotiability of Trade 
Acceptance 


TRADE acceptance having on its face 

“the obligation of the acceptor of this 
bill arises out of the purchase of goods from 
the drawer” made payable by the drawer to 
his own order, was accepted by the drawee 
payable at a bank in Florida. The drawer 
deposited the acceptance in the bank at which 
payable, receiving credit therefor and such 
bank negotiated the acceptance before ma- 
turity to plaintiff bank. The president of 
the acceptor was cashier of the bank at 
which the acceptance was made payable and 
in which it was deposited. Both acceptor 
and bank of deposit becoming insolvent, 
plaintiff bank sued the drawer but was de- 
nied recovery by the Supreme Court of 
Florida on the ground that such bank was 
not a holder in due course but was put on 
notice that the drawer might have defenses 
because (1) of the quoted clause on its 
face; (2) the indorsements on the draft and 
the fact that the president of the acceptor 
was an officer of the bank which transferred 
it to plaintiff, put the purchasing bank on 
notice that the drawer might have defenses. 
Plaintiff bank desires review of the case in 
the JouRNAL and a statement whether the 
Florida decision is in line with other de- 
cisions interpreting the Negotiable Instru- 
ments Act. OPINION: It is difficult to 
see wherein the purchasing bank was charge- 
able with notice from anything in the in- 
dorsements or the character of the parties 
through whom the acceptance was trans- 
ferred and especially serious and contrary to 
general understanding is the decision that 
the clause “the obligation of the acceptor 
arises out of the purchase of goods from the 
drawer,” qualifies the acceptance and puts a 
purchaser on inquiry. This clause is a part 
of the standard form of trade acceptance 
and is generally understood to be a mere 
statement of the transaction which gives rise 
to the instrument not affecting negotiability. 
The effect of the decision is that the stand- 
ard form of trade acceptance is not nego- 
tiable so far as the law of Florida is con- 
cerned. 


From Florida:—Our bank discounted, before 
maturity, a trade acceptance as per copy inclosed. 
It was presented for payment at maturity, pro- 
tested for nonpayment and the drawer notified. 
We sued the drawer and the opinion of the 
Supreme Court of Florida affirming a judgment 
for defendant and denying rehearing is as _ fol- 
lows: 

“Per Curiam. The judgment in this case 
was for the defendant in an action by an in- 
dorsee bank against the drawer of a draft that 
had been accepted, with an indorsement that 
‘the obligation of the acceptor of this bill arises 
out of the purchase of goods from the drawer.’ 
An affirmance was proper since the judgment is 
not a miscarriage of justice. Section 2812, 
Rev Ger. Stats. 1920. 

“The entries and indorsements on the draft 
were sufficient to give notice that the drawer 
might have defenses. See sections 4725, 4729, 
4201, Rev. Gen. Stats. 1920. Besides this, the 
same person who accepted the draft for the 
drawee corporation, and made it payable at the 
Central Rank, was the officer of the Central 
Bank, who, by indorsement, transferred the 
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draft to the plaintiff bank. These obvious 
circumstances were ample to put all who dealt 
with the draft on notice that defenses might 
exist in favor of the drawer.” 

Our experience with this case has been quite 
disastrous. From this opinion you will see that 
third persons are virtually put upon inquiry to 
ascertain whether the maker considers himself 
bound when the paper has a qualifying clause such 
as that quoted in the decision. Is this decision 
in line with decisions generally involving the 
Negotiable Instruments Act? It appears that our 

upreme Court has aimed a very telling blow at 
this Act and you will doubtless wish to review the 
case in the JouRNAL. 


The draft in question is the standard form 
of trade acceptance containing on its face 
no qualifying or conditional clause. It sim- 
ply provides “the obligation of the acceptor 
of this bill arises out of the purchase of 
goods from the drawer.” It is made payable 
to the order of the drawer and is accepted 
by the drawee, a corporation, “by F Presi- 
dent” and made payable at the C State Bank, 
F Cashier,” in which it was deposited by the 
drawer. F, the President of the acceptor, 
was also Cashier of the C State Bank. 
From that bank it was acquired by your 
bank, the plaintiff, before maturity for value. 
The acceptor and the C State Bank both 
being insolvent, as I understand, your bank 
sued the drawer for the amount, claiming 
that it was a holder in due course, not sub- 
ject to defenses between prior parties. 

The Supreme Court of Florida holds that 
your bank is not a holder in due course and 
was put on notice that the drawer might 
have defenses because 


(a) The acceptor declared that “the ob- 
ligation of the acceptor of this bill arises 
out of the purchase of goods from the 
drawer.” 

(b) Of the indorsements on the draft 
and the fact that they showed the same 
person who accepted the draft and made 
it payable at the C State Bank was the 
officer of that bank who transferred the 
draft to the plaintiff. 


You ask for my opinion as to whether 
this decision is in line with decisions gen- 
erally involving the Negotiable Instruments 
Act. 

Taking up the last stated proposition first, 
there does not seem to be anything out of 
the usual course of business or irregular 
for a bank at which an acceptance is made 
payable which receives the same on deposit 
and gives the drawer credit therefor before 
maturity, to discount the draft with another 
bank. At the time of deposit the acceptance 
was not due and was not presented for pay- 
ment but was acquired by the bank in which 
deposited as purchaser. Under these . cir- 
cumstances, the fact that the bank of deposit 
negotiated the draft to another bank would 
not be anything out of the ordinary or ir- 
regular so as it put the purchasing bank on 
inquiry. Nor would there seem anything to 
put. the purchaser on inquiry in the fact that 
the cashier of the bank at which the ac- 
ceptance was made payable was also the 
president of the corporation who executed 
the acceptance. This dual relation was 
known to the drawer at the time he de- 
posited the draft. Sections 4725 and 4729 of 
the Negotiable Instruments Act of Florida 
(Sections 52 and 56 Uniform Act) are re- 
ferred to by the court. Section 4725 defines 
a holder in due course as one taking an in- 
strument complete and regular on its face 
before maturity in good faith and for value, 
without notice of any infirmity in the instru- 
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ment or defect in the title of the person ne- 
gotiating it and Section 4729 provides that 
to constitute such notice, the person to whom 
negotiated must have had actual knowledge 
of the infirmity or defect or knowledge of 
such facts that his action in taking the in- 
strument amounts to bad faith. It is diffi- 
cult to see in this case where your bank 
was chargeable with notice from anything 
in the indorsements or the character of the 
parties through whom transferred. 

But the second ground upon which the 
court holds the instrument non-negotiable 
and that your bank acquired it subject to de- 
fenses is even more serious from the stand 
point of the commercial world in general. 
The court cites Section 4801, Florida N. I. 
Act (Sec. 142 Uniform Act) which declares 
the effect of a qualified acceptance and thi 
decision is that the clause on the face of the 
bill “the obligation of the acceptor of this 
bill arises out of the purchase of goods 
from the drawer” qualifies the acceptance so 
as to put a purchaser on inquiry as to de 
fenses. This form of acceptance is quit: 
generally recognized as a standard form anc 
the clause quoted is generally understood to 
be a mere statement of the transaction which 
gives rise to the instrument (Sec. 3, N. I. 
Act; Gen. Stat. Fla., Sec. 4677) and as 
such does not affect negotiability. 

There have been no decisions previous to 
that of the Florida court, so far as I know, 
holding that this phrase affects negotiability 
and puts the purchaser on inquiry and I am 
quite sure that this part of the decision is 
contrary to common understanding. 

The -effect of such a decision is to give 
notice to the commercial world that so far 
as the State of Florida is concerned, the 
standard form of trade acceptance contain 
ing this clause is not negotiable but 1s sut, 
ject to defenses. Many of such acceptances 
which originate in Florida have not onhk 
been discounted by Florida banks but redis- 
counted by banks in other commercial cen- 
ters. So far as trade acceptances governed 
by the law of Florida are concerned, this can 
no longer safely be done. 


Bankers at Brussels 
HE American Bankers Association will 
be represented at the third general meet- 
ing of the International Chamber of Com- 
merce, to be held at Brussels, Belgium, June 
21-28, by the following delegates: 
Chairman, F. I. Kent, Chairman, Com- 
merce and Marine Commission, American 
Bankers. Association, and _ vice-president, 
Bankers Trust Company, New York; vice- 
chairman, W. I. Bullard, vice-president, 
Merchants National Bank, Boston; Lewis 
L. Clarke, president, American Exchange 
National Bank, New York; Clay H. Hol- 
lister, president, Old National Bank, Grand 
Rapids, Mich.; Clifford P. Hunt, vice- 
president, Chemical National Bank, New 
York; George T. Mortimer, director, Ameri- 
can Trust Company, New York; H. C. Rob- 
inson, vice-president, Guardian Savings and 
Trust Company, Cleveland, Ohio; B. Frank 
Saul, vice-president, American Security and 
Trust Company, Washington, D. C., and 
F. N. Shepherd, Executive Manager, Ameri- 
can Bankers Association, New York. 
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Recent Decisions 


DIGESTED BY THOMAS B. PATON, JR. 


PasspooK Provistons BIND 
WHETHER READ or NoT—MINNE- 
SOTA. 

account with 


opened an 
defendant bank, which gave him a pass- 
book containing a clause to the effect that 
items were credited subject to final pay- 
ment, and were collected at the depositor’s 
risk through collecting agents for whom it 
assumed no responsibility, and the bank 
reserved the right to charge back for dis- 
honored drafts sent in payment on collec- 
tions made by the collecting agents. A few 
days thereafter plaintiff deposited a check 
for $1,024.50 with defendant, which sent it 
direct to the drawee for collection. The 
drawee remitted to defendant for the check 
on itself by drawing its draft on its city 
correspondent. But this draft was unpaid 
for want of funds to the credit of the 
drawing bank, the drawee of the first item 
in question. 

Plaintiff sued defendant for the loss he 
sustained when defendant charged back the 
uncollected item against his account. Plain- 
tiff alleged that defendant had made the 
collection and later wrongfully charged 
back his account, but defendant pleaded the 
notice in the passbook which was a stipu- 
lation of the terms under which collections 
were made. Plaintiff offered to prove as 
a fact that he had not seen the notice in 
the passbook, so was not bound by its 
terms, to which defendant objected. The 
objection was sustained, and plaintiff was 
not allowed to offer proof that he had never 
seen the provision in the passbook. 

The court after stating that “If plain- 
tiff had placed his signature beneath the 
notice, or if his attention had been called 
to it, there could be ro doubt about the 
result,” went further and held that plain- 
tiff was bound by the provisions of the 
printed notice contained in his passbook; 
by accepting the passbook plaintiff became 
bound by the provisions therein. The 
court said the same rule of conclusive 
notice followed in the cases’ involving 
savings banks passbooks applied here. (This 
is possibly the first case expressly applying 
the same rule as to conclusive notice of 
the contents of the passbook of a commer- 
cial bank as is adhered to in the cases in- 
volving passbooks of savings banks). Sem- 
ingson v. Stock Yards Nat. Bank, Ct. 203 
N. W. 412 (Minn. 4-25). 


CoLLECTIONS — BANK PayING Out  PRrRo- 
CEEDS TO ForGING INDORSER ON CASH- 
IER’S CHECK LIABLE—CALIFORNIA, 


NEW SOUTH WALES bank mailed 

its draft on a California bank to the 
payee, E. D. T. Smith, in California. The 
draft was stolen from the mails, and pre- 
sented by an impostor to plaintiff bank for 
payment. Plaintiff bank was not satisfied 
by the proffered identification of the im- 
postor, and refused to cash the item. How- 
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ever, it consented to put it through for 
collection, the impostor claiming he could 
satisfactorily identify himself by time the 
collection was completed. Plaintiff ac- 
cepted the item for collection, issuing its 
receipt for the draft, and put it through 
the clearings. 

The impostor went to defendant bank in 
another city, presented the receipt to it and 
asked it to collect the proceeds from plain- 
tiff, the bank which in the first instance 
undertook and consummated the collection 
of the draft which had been stolen from 
the mails. Plaintiff bank in remitting the 
proceeds of the draft sent defendant bank 
its own draft for the funds, “payable to the 
order of E. D. T. Smith, being the same 
person as the payee of said draft herein- 
before mentioned (the stolen draft), and 
payable to no other E. D. T. Smith, or 
other person whomsoever.” Defendant de- 
livered this draft to the impostor, and then 
cashed it for him upon his indorsement. 

When plaintiff learned of the fraud, this 
suit was brought to hold defendant liable 
on its indorsement. Defendant sought to 
evade liability on the grounds that the im- 
postor was the payee whom plaintiff in- 
tended should get the proceeds of the draft 
plaintiff issued, and on the grounds that 
plaintiff was negligent in issuing the receipt 
for the first draft to the impostor. But the 
court held that neither of these defenses 
would avail defendant; for the payee in- 
tended by plaintiff was the true payee of 
the first draft, as evidenced by the form of 
the second draft; and the second draft was 
delivered to defendant instead of to the im- 
postor, leaving the only argument against 
plaintiff, that it delivered the receipt for the 
first draft to the impostor. The court held 
the issuance of such receipt was not suffi- 
cient to mislead defendant, nor to relieve 
it from its liability as an indorser on paper 
which it took under the forged indorsement 
of the payee, and held defendant liable. 
Bank of Italy v. First Bank, 231 Pac. (Cal. 
10-24). 


ACCEPTING PAYMENT ON SUNDAY BY CHECK 
oN WHICH PAYMENT Is 
Not VioLate SuNnpAY Law— 
MASSACHUSETTS. 


garage keeper made cer- 
tain repairs on defendant’s truck, and 
defendant called for it on Sunday. Plain- 
tiff refused to let him have it without pay- 
ment, whereupon defendant obtained a check 
made by a third party for the amount of 
the charges, dated as of the following Mon- 
day, gave the check to plaintiff, and got 
the truck. Before the check was pre- 
sented for payment, defendant induced the 
maker of the check to stop payment on it, 
on the grounds that the work on the truck 
was not satisfactory. 

Plaintiff brought this action on account 
for labor and materials, and was allowed to 


recover despite the contention of defen- 
dant that plaintiff had violated the Lord’s 
Day statute by accepting the check in pay- 
ment on Sunday. The court said that ele- 
ment did not now enter into the case, for 
the stop payment order repudiated the pay- 
ment, and made the check worthless paper, 
although it remained in the hands of plain- 
tiff. Furthermore, the work had been done 
on a week day, and the surrender of the 
truck on Sunday had nothing to do with 
the debt for the repairs. Salvatore Di 
Ausilio v. Stauropulas et al., Mass. Sup. 
Jud. Ct. Apr. 16, 1925. Not yet reported. 


ARBITRATION AND AWARD SETTLING A Con- 
TROVERSY Is FrnAL UNLEss Facts ARE 
CHARGED SUFFICIENT TO AVOID THE 
AWARD—OKLAHOMA. 


66 A RBITRATION is a submission of 
disputed matters to selected persons 
for their determination and the substitu- 
tion of their decision or award for a judg- 
ment by courts, and this method of settling 
controversies is recognized by the common 
law, and, as we have no statute on the 
subject, the common law prevails. Deal v. 
Thompson, 51 Okla. 256, 151 Pac. 856. The 
award or decision of the arbitrators has 
the same force and effect as the judgment 
of a court, and disputed matters which are 
thus adjusted cannot afterwards be retried 
in an action at law, unless the pleadings 
state facts sufficient to avoid the award.” 
Morgan v. Teel, 234 Pac. 200 (Okla. 2-25). 
Note: The above should not be confused 
with the right to revoke the agreement to 
arbitrate before there has been a considera- 
tion and award. For there have been many 
cases holding that there might be a revo- 
cation by either party of the agreement to 
arbitrate before an award (see 47 L. R. A. 
(N. S.) 364, 400) but after an award it 
would seem that the above case states the 
general rule. A statute calculated to bind 
parties by their agreement to arbitrate and 
remove the right to revoke the authority 
of the board of arbitrators to act has been 
recommended by the American Bankers 
Association for enactment in the various 
states. 


NATIONAL BANK CONTRACTING FoR Usuri- 
ous RATE OF INTEREST [FORFEITS ALL 
INTEREST—STATE LAW INAPPLICABLE 

—IpAHO. 


HE receiver of a national bank brought 

suit on certain notes payable to the now 
insolvent bank, including interest and at- 
torney’s fees. The receiver was allowed to 
recover on all the claim, except that no 
interest was allowed because interest at a 
usurious rate had been contracted for. But 
the party liable on the notes appealed on 
the grounds that the penalty for usury 
in the state was the loss of the principal 
also, for usury made the note void, thus 
relieving the debtor from all liability on it. 
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However, this court affirmed the decision, 
for the penalty against a national bank for 
usury is fixed by Federal laws, and not by 
the laws of the state where it is situated, 
which penalty provides for the loss of the 
interest contracted for. and not the prin- 
cipal. It is within the exclusive power of 
Congress to determine the penalty that may 
be exacted of a national bank for taking, 
receiving, or charging a usurious rate of 
interest. No other or greater penalty can 
be imposed on a national bank than a for- 
feiture of interest contracted for but not 
yet paid (penalty after payment, see next 
case). Curtis v. W. Reporting & Credit 
Co., 230 Pac. 771 (Ida. 11-24). 

A national bank charging or receiving 
higher rate of interest than allowed by law 
where bank is located forfeits entire inter- 
est, and if interest has been paid, the per- 
son making payment may sue for twice the 
amount of interest paid, and this remedy is 
exclusive. Nor does it accrue until all pay- 
ments exceed principal. Jones v. Moore, 
102 So. 200 (Ala. 11-24). 


CHECK ON GERMAN DRAWEE FOR MARKS— 
IssuinG BANK LIABLE ON CHECK, AND 
Not FoR AMERICAN Money PAIp 
THEREFOR—NEW YORK. 


ie 1923 plaintiff purchased a check from 
defendant for 100,000,000 German marks 
for $487.50, and in this suit sought to re- 
cover the $487.50. He claimed that he 
bought the marks for travel expenses in 
Germany, and that payment on the check 
was refused by the drawee German bank, 
although he stayed around the bank several 
hours trying to get it cashed. Plaintiff 
also offered in evidence letters of the 
American Consular Service indicating that 
the drawee was not paying out such large 
sums as this check was drawn for, while 
defendant offered to prove that it had 
credit with the drawee largely in excess of 
the amount required to pay this check. 

The court refused to allow recovery of 
the $487.50, pointing out that plaintiff did 
not claim that payment was refused upon 
demand, at no time alleging that it made 
a direct demand for payment. (Nor was 
there any protest.) “The check pleaded in 
the complaint is a foreign bill of exchange, 
and the transaction described in the com- 
plaint was an executed purchase of the 
foreign bill. The contract being an executed 
contract, there can be no rescission thereof, 
and no action for money had and received 
will lie.” Plaintiff would have to sue on 
the check, which had never been presented 
for payment. The letters of the American 
Consul were hearsay and not admissible 
evidence. Moe v. Bank of U. S. 207 N. Y. 
Supp. 347 (1-25). 

Note: Several other cases are pending 
where speculators have bought marks for 
the rise which never came, and under vari- 
ous subterfuges are seeking to throw their 
losses on banks which they induced to ob- 
tatin the marks for them by purchase. 


SaFE Deposit COMPANY CHARGING Box 
RENTAL CANNOT Excuse Its NEGLI- 
GENCE BY CONTRACT—W ASHINGTON. 


EFENDANT operated a safe deposit 
vault, charging $3 a year box rental, 
and is here being sued for losses due to a 
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burglary thereof. The contract signed by 
the customers at the time of renting the 
boxes provided that the bank “agrees to 
exercise the same diligence in the pro- 
tection of the said box and its contents 
against loss by fire or burglary that it uses 
in the protection of its own property, but 
assumes no liability whatever for any loss 
or damage that may occur.” But the court 
deciding against the bank stated that a 
bailee or lessor of a box for hire was 
bound to exercise the care required by law, 
and could not by contract excuse itself 
from liability for losses due to its own 
negligence. “The law requires that a bank 
which leases safe deposit boxes in con- 
nection with its banking business shall 
exercise that degree of care which an 
ordinary prudent and careful man would 
exercise under like or similar circumstances 


with reference to his own property.” While. 


the question as to whether the depository 
has exercised the required degree of care 
to prevent loss from safety deposit boxes 
is ordinarily a question of fact for the 
jury. Sporsem v. First Nat. Bank, 233 
Pac. 641. (Wash. 2-25). 


Trust Funp INCOME 1s SusBject TO IN- 
comME TaX—Not Exempt as A GIFT— 
Unitep STATEs. 


| josie a will certain property was 
placed in the hands of trustees, an 
amount of the income from the property, 
in the discretion of the trustees, to be ex- 
pended for the education of a child of six, 
who was to get title to the property on 
her twenty-first birthday. The income 
above the amount needed for the education 
of the child during minority was to go to 
certain others, one of whom brought this 
action to recover certain income taxes ex- 
acted on the income which he had received 
from the trustees. The tax payer con- 
tended that what he received from the 
trustees was not taxable income, but in the 
nature of a gift, which was exempt from 
the tax; that he had been given a 15-year 
interest in the income of the property. 

This income from the trust property was 
declared to be subject to the income tax, 
within the statute and according to the 
usual meaning of the words of the statute, 
for the taxation was on the income from 
the property and not upon the property it- 
self from which the income was produced. 
Irwin v. Gavit, U. S. Sup. Ct, Apr. 27, 
1925. Not yet reported. 


CoLLECTION — INSOLVENCY OF COLLECTING 
BANK oF Deposit—PriorIry—Iowa. 


county treasurer deposited an out 
of town check for $40,000, obtained 
from the sale of county bonds, in a bank 
now insolvent. When making the deposit 
on Feb. 25, he informed the bank that he 
intended to transfer $30,000 of the money 
in amounts of $10,000 to each of three 
other banks as soon as the proceeds were 
received. He was not informed of the final 
collection of the item, but in fact it was 
paid on Feb. 28 to the now insolvent’s 
correspondent collecting agent. 

On March Ist the treasurer drew checks 
totaling $30,000 against the deposit, and de- 
posited them in the three other banks. But 
before they were presented for payment the 
following day the bank against which they 


were drawn closed its doors. The surety 
company paid the county on its loss, but 
claims subrogation to the rights of the 
county and that it is due a preference on the 
ground that the $40,000 having been de- 
posited for collection only, was not a part 
of the assets of the failed bank, but was 
held in trust for the county. 

But it was held that there was a deposit 
of the item, and not merely an arrangement 
which would finally result in a deposit. 
Nor would the right to charge back against 
the deposit if the item was not finally 
collected make it any the less a deposit, 
for the right to charge back on an un- 
collected item exists at all events. Further. 
more, the fact that interest was allowed ox 
the account as a deposit from the date of 
crediting the amount of the check shows the 
intention of the parties in considering it a 
deposit. Palo Alto County v. Verich, 201 
N. W., 132 (Iowa 12-24). 


NOTICE OF MISAPPROPRIATION TO Boox- 
KEEPER OF MortTGAGED CaTTLE Nor 
NECESSARILY NOTICE TO BANK—IN- 

FORMATION Must BE BrouGHT To 
OF OFFICER—NEBRASKA. 


A LARGE bank discounted a $33,000 
note for one of its correspondents, 
which note was secured by a chattel mort- 
gage on certain cattle then in possession 
of the mortgagor, the maker of the note. 
Some of the cattle were shipped and sold, 
and the proceeds were placed in the dis- 
counting bank as a matter of routine for 
transmission back to the shipper through 
the correspondent. The bookkeeping entries 
of the bank showed the fact that the pro- 
ceeds were from cattle shipped by the 
maker of the note, and if the entries had 
passed under the notice of an officer of the 
bank he would have known that the pro- 
ceeds were from the sale of cattle covered 
by the chattel mortgage supporting the 
note which his bank had discounted. How- 
ever, the transaction and entries were mere 
routine, and a small part of a large volume 
of such business; and in due course the 
correspondent bank was advised of the 
credit therefor, and withdrew the funds from 
the discounting bank. 

Later the correspondent bank and _ the 
maker of the note became insolvent, and 
the question comes up here as to whether 
the discounting bank had notice of and 
ratified the sale of the cattle which was 
covered by their chattel mortgage, since 
the bank had such information in the 
possession of its bookkeeper as would dis- 
close the fact that the cattle sold belonged 
to the mortgagor, the maker of the note. 

In deciding that the bank did not have 
such notice or knowledge of the transactions 
as would predicate a ratification of the sale 
of the cattle out from under their mort- 
gage, the court held that the employment 
of clerks by a bank to perform purely 
ministerial duties does not constitute them 
such agents of the bank that notice of 
transactions passing through the bank in the 
ordinary routine of the bookkeeping of the 
institution is notice of the transactions to 
the bank, in the absence of any showing 
that these clerks imparted the knowledge 
they acquired to any officer of the bank, or 
that it was their duty to do so. State v. 
Brown C. Bank, 200 N. W. 866 (Neb. 11-24). 
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Calwlator for 

figuring interest. 

float and other 

work. Visible Adding 
and Listing Ma- : 
chine for tellers’ 
cages. 


High Keyboard 


Type Adding 
Machine for in 
} terior proving. 


Bookkeeping Ma- 
chine for savings 
accounts. 


Bookkeeping Ma- 
chine for ledgers 
and statements. 


Behind this Man 


Behind the Burroughs man stands the only com- 
plete line of figuring machines in the world, a 
few of which are shown on this page. He does 
not come to sell one particular machine. He eit 
knows that no one machine can solve all your ae Teter 
figuring problems. His aim is to study your 

work and select the machine that will handle it 

easily and economically. 


He can tell you quickly what other bankers do 
and how you can apply their methods in your 
own bank. He has helped others—he can help 
you. Call him today. Or write us about your 


problems. 
BURROUGHS COMPANY, 
6445 Second Bivd., Detroit, Michigan 
BURROUGHS ADDING MACHINE COMPANY ncn Pony me further information about Burroughs figur ; 
DETROIT, MICHIGAN Name ...... 
Address 


ADDING : BOOKKEEPING : CALCULATING AND _ BILLING MACHINES 
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SEEKING NEW BUSINESS ON OUR RECORD 


Saving Money 
in Foreign 
Financing 


AT the present time, with fluc- 
tuating exchange in the different 
markets of the world, economy 
in financing foreign transactions 
depends most of all upon the 
calibre of men in charge of 
a bank’s foreign activities. The 
Chemical’s Foreign Department 
may be able to show you econ- 
omies hitherto foreign to you! 


THE 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK) 


B’WAY at CHAMBERS, FACING CITY HALL 
FIFTH AVENUE at TWENTY-NINTH STREET 
MADISON AVENUE at FORTY-SIXTH STREET 


Great Waste 
(Continued from page 734) 


erating with the American Bankers Associa- 
tion protective campaign. 

Economists say that the dollar is worth 
today only 60 cents compared to the 100 
cents it used to be worth. The foregoing 
shows that the American Bankers Associa- 
tion membership dollar is worth today many 
times what it was ever worth before. 

There is yet one other activity of the As- 
sociation and that is the work of the Eco- 
nomic Policy Commission which is studying 
particularly the Federal Reserve situation— 
the paramount problem before banking to- 
day. This Commission has recently ap- 
pointed a special sub-committee to study the 
problem as it is developing with the ap- 
proach of the time when it will be necessary 


for the nation to consider the question of 
rechartering the Federal Reserve Banks. 

HE Federal Reserve System must be 

preserved. It is one of the most scientific 
banking systems in the world. During the 
last ten years, through all the stress of war, 
inflation, depression and revival, it served 
this country as no country was ever served 
by a banking system. We know that with- 
out it our nation would have had a financial 
disaster far more devastating than any that 
ever assailed it. 

While we have this great loyalty and ob- 
ligation to the System, we must recognize 
that among its friends there has risen seri- 
ous controversy over many matters of de- 
tail. There are many demands for change 


in the methods of its management and in de- 
tails of its operation. Where these demands 
represent broadly the greatest good of the 


greatest number we should support them. 
Where they represent merely narrow, di- 
verse interests of one part of the country or 
one type of business or finance, they should 
be subordinated to the common good. \Ve 
should meet on the great broad ground of 
the common welfare—first to preserve the 
System in general as it is now constructed, 
and secondly to bring about, carefully and 
soundly, such changes as are required to 
adjust it to circumstances of today. 

It is to the task of considering, sifting, 
weighing and coordinating discussion and 
suggestions regarding the Federal Reserve 
System, that the Economic Policy Commis- 
sion of the American Bankers Association 
through its sub-committee will devote itself. 
We hope thereby to give to the System the 
best thought and the best support of banking. 
There is no greater service the Association 
can render the nation than this. It goes 
right to the heart of good management of 
the public economy of America. 


Greatest Asset 
(Continued from page 736) 


is the part of wisdom to check the notes in 
the portfolio and to determine whether the 
signatures are genuine and the collateral se- 
curing them is good. The vigilant director 
should keep an eye on its investments, to. 
For it is plain that if a bank loans its money 
wisely and does not make bad investments, 
it will always be in a condition to pay its 
depositors and keep in a healthy condition.” 

There is a cold, terrifying ring in the 
wording of some of the provisions of our 
Federal laws dealing with the responsibilities 
of bank directors, which formally and blunt- 
ly state that any director who shall “know- 
ingly violate or permit” any of the agents, 
officers or directors of the bank to violate 
any provisions shall be held liable in his 
personal and individual capacity” for all 
damages which the member bank, its share- 
holders, or any other persons shall have sus- 
tained in consequence of such violation.” 
Doubtless, many directors have fancied 
their fortunes imperiled by losses that might 
be sustained. The vision of imprisonment 
for other violations has not added to the 
peace of mind of even the most honorable 
and representative men, contemplating  sit- 
ting on a board of directors. 

The Comptroller’s office wants to make it 
possible for banks to attract and hold good 
men as their directors, realizing how much 
the safety of banking is promoted by having 
men of this type directing the affairs of 
banking institutions. While there is no dis- 
position to make light of the liabilities as- 
sumed, it is felt that a reasonably vigilant 
man has little to fear, and should not hold 
aloof from becoming a director through em- 
phasis of severe penalties or the apprehen- 
sion that this connection will hurt his busi- 
ness interests more than they will be pro- 
moted by staying off any board. While in- 
stances have come to light where directors 
have used their positions to advance their 
own mercenary ends at the expense of the 
bank, these are exceptional and not such as 
would warrant blanket criticism of the vast 
legion of conscientious directors. 

The present Comptroller has indicated 
that it will be his policy to treat any such 


infranctions as individual cases. 
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Next Month’s Journal 


NE of the most prominent economists 

in the world is Prof. Gustav Cassel of 
the University of Stockholm, Sweden. His 
observations and conclusions on economic 
trends of world significance are everywhere 
received with greatest consideration, and, 
consequently, his opinions are not without 
influence upon judgments which men and 
conferences render in reference to the great 
economic problems. 

In the July issue of the AMERICAN BANK- 
ERS ASSOCIATION JOURNAL Prof. Cassel 
will discuss the inter-allied debts in a man- 
ner that will bring the subject home to every 
American—not merely to every American 
who pays taxes but to everyone. 

Though he advocates no particular ac- 
tion, nor pleads for any action, he presents, 
after the manner of the economist, some as- 
pects of the debt which sooner or later may 
be forced into the consciousness of public 
thought in America. And if the viewpoint 
he takes should eventually exert an influence 
upon public opinion here, that opinion might 
beget really important changes in business 
and taxation in the United States. 

Hatch for Prof. Cassel’s article in the 
July issue of the AMERICAN BANKERS Asso- 
CIATION JOURNAL, 


The harvest of the central wheat belt each year 
requires the services of more than 100,000 hands 
from other states. Upon the successful recruiting 
of this army depends the success of the wheat 
farmer. From what source does this multitude of 
workers spring each year only to fade away again 
when the work is done, like a picture fading out 
on the screen? That one army is just one of the 
factors in a big and perplexing problem that the 
United States government has tackled in the hone 
of helping the farmer. The July Journat will 
tell how Uncle Sam is going about it. 


A peculiar thing about economic trends is 
that the mere discovery and publication of 
the news of the trend may cause it to slither 


away, take a new direction, change its rate | 
| night? And come to a crossroad and 


of movement. Some observers have noted 
the presence of conditions which they regard 
as pointing toward lower interest rates in 
Europe and America in the—rather far— 
future. Why there is a possibility of lower 
interest rates in the years to come will be 
discussed in the July 
with many other features of interest to the 
American banker. 


There will be in the July issue, also, another 


article in the extremely valuable series on_the 
Federal Reserve System which W. Randolph, Bur- 
gess, Assistant Federal Reserve Agent of the 


Federal Reserve Bank of New York, is writing for 
the JouRNAL, 


JouRNAL—together | 
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Wearproof signposts 
for your check files 


AMERICAN : 


BANKERS 


that direct your file clerk with 
greater speed, greater accuracy 


Have you driven on acountryroad at 


searched forthe guide posts only to find 
them bleary, weather-beaten, illegible 
—unable to direct you on your way? 


Many a file clerk—perhaps your own 
—faces a similar condition every busi- 


| ness day. The guides in your check files 


| direct her eyes and her 


| the cancelled checks. 


The protection of the Federal Re- | 


serve System is good business for bankers and | 


the banker’s customers. An _ intimate 
of the peculiar, and to some elusive, phenomena 
of finance, is the first essential step in prepared- 
ness for giving that protection. Mr. Burgess’ ex- 
planations of Federal Reserve operations and the 
reasons therefor should be read by everyone en- 
gaged in banking without regard to whether he is 


knowledg> | 


| strain of incessant wear. 
| Theytear,dog-ear, become 


running a one-man bank or engaged in larger op- | 


erations, 


“Relief for the Country 
Banker,” by Hon. L. T. McFadden, chair- 
man of the Congressional Committee on 
3anking and Currency, created widespread 
discussion in all parts of the United States. 
In the present issue of the JourNAL Prof. 
E. E. Agger of Columbia University dis- 
cusses Mr. McFadden’s proposal to repeal 
the so-called war amendments to the Federal 


Reserve Act.. 


The article 


| your file clerk and waste 


are but the signposts that 


searching fingers among 


2. Bank filing systems 
3. Equipment, wood and 


In many files the guides 


break down under the steel 


illegible. They misdirect 


the time you pay for. 


Home Office: 230 Albany St., Cambridge, Mass. 


Six Big Divisions of 
L.B. Service to Banks 


4. Cards and filing supplies 


5. Specially -trained bank 
salesmen 


6. Special bank services 


Analysis, Indexing, 
Statistical, Calculating 


TheL. B. Armorclad guide overcomes 
this lost efficiency because of the pressed 
steel tip which has these advantages— 
It is practically indestructible—lIts rec- 
tangular shape adds strength—It has large 
windows for quick reference—It keeps 
labels clean—It permits immediate change 
of labels. In your check files this guide 
will aid in maintaining 
filing efficiency and pro- 
moting filing economy. 


1. Bank card record systems 


Send for a sample 
guide. Judge its advan- 
tages for yourself. Or, 
if you prefer, see the 
stock sizes, ready for im- 
mediate delivery,at one of 
our 54 salesrooms. Con- 
sult your phone book. 


Salesrooms in 54 principal cities of the United States, 


France, England. Factories: Cambridge, Mass., New York, Chicago, Ilion, N. Y., New Orleans, London, Eng. 


Library Bureau 


Founded 1876 
Armorclad guides for every bank 
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Protecting Financial Paper 


What American Express is doing 
to detect and eliminate 
Criminal Menaces to Banks 


SAFETY is the most important factor in the negotiable paper of any finan- 
cial institution. It must exist. It is the one element which makes “pri- 
vate paper” comparable in value to our Government’s issues of actual 
money. Without it the financial paper of any institution is “scrap.” 


Criminal records of the past year show an increasing number of more 
daring assaults on the sanctity of negotiable paper. 


With the need for greater caution, and especially with the demand for 
keener apprehension and more decisive prosecution of criminals, the 
American Express Company is tightening its deadlines. 


The 176 arrests effected through this Company’s efforts last year includ- 
ed bank robbers, holdup men, and forgers. Of this number a large ma- 
jority were confirmed criminals with records. Many of them had preyed 
on banks and financial institutions for years. 496 robberies, thefts and 
forgeries were involved. 


The persistent vigilance and quick action of this Company’s large and 
trained corps of detectives and secret service men is particularly appre- 
ciated by banks. The efficiency of its legal forces in effecting just pun- 
ishments gives added value to its detection of crime. 


Primarily a service in the interest of its own financial paper—especially 
its American Express Travelers Cheques—the good effect of this indi- 
vidual work is universal. Its special value is to banks and other financial 
institutions in this country and abroad, with which the American Ex- 
press Company is allied in a common interest. 


More than 17,000 banks sell American Express Travelers Cheques. 


More than half a million people carried these checks last year into every 
nook and corner of the civilized world—and always with the confident 
knowledge that their traveling funds were always safe and would al- 
ways serve them wherever they were. 


American Express Co. 
6§ Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES | 


>) 
NY 

> 


When writing to advertisers please mention the American Bankers Association Journal 
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Following New York 


sentiment is largely manu- 
factured in New York City,” declares 
the Cleveland (Ohio) Trust Company in its 
business bulletin. “All important banks are 
in constant touch with their New York cor- 
respondents. The leading newspapers get 
much of their financial and business news 
from the money centers in the great city, 
and most of them publish syndicated business 
summaries that are written in New York 
and sent out daily to other cities by tele- 
graph. 

“One unfortunate result of this is that 
business sentiment has a strong tendency 
to fluctuate in close correspondence with the 
movements of prices on the New York stock 
exchange. When stock prices are going up, 
the business reviews radiate optimism, and 
when they are moving down the financial 
pages describe general business in gloomy 
terms. This has been strikingly illustrated 
during the past six months. 

“From November to March a vigorous 
bull movement in stock prices was under 
way. The year-end forecasts were almost 
uniformly optimistic, and during the entire 
first quarter of the year most of the material 
printed about business was of a thoroughly 
cheerful nature. From the early days of 
March to the end of that month stock prices 
fell, and so did business sentiment so far 
as it was reflected in print. During those 
weeks the headlines were full of references 
to declining operations, curtailed production, 
slowing down of building, irregularity in 
business, falling prices, slack trade, unfa- 
vorable weather and the like. 

“Since the beginning of April stock prices 
have been rising, and now there is notice- 
able improvement once more in business 
sentiment. Meanwhile the real fact is that 
business has been improving rather steadily, 
and with fair rapidity since last summer.” 


Adopting the Eagle 


ISCUSSION of the emblems and de- 

vices proposed for the first United States 
silver dollars led to a challenge on the floor 
of Congress for a duel over a rather trivial 
matter. 

A member from the South bitterly op- 
posed the choice of an eagle on the ground 
of its being the “king” of birds and hence 
neither proper nor suitable to represent a 
nation whose institutions and interests were 
wholly inimical to monarchial forms of gov- 
ernment. Judge Thatcher playfully, in re- 
ply, suggested that perhaps a goose might 
suit the Southern representative, as it was 
a rather humble and republican bird an‘ 
would also be serviceable in other respects, 
as the goslings would answer to place upon 
the dimes. This answer created consider- 
able merriment, and the irate Southerner, 
conceiving the humorous rejoinder as an 
insult, sent a challenge to Judge Thatcher, 
who promptly declined it. 

The bearer, rather astonished, asked, “Will 
you be branded as a coward?” “Certainly, 
if he pleases,” replied Thatcher. “I always 
was one and he knew it, or he would never 
have risked the challenge.” In due time 
cordial relations were reestablished, and the 
eagle appeared on the first dollars struck 
off at the Philadelphia mint in 1794. 


Housing 
the Bell System 


ORE than 1900 buildings many 
more than the structures in New 
York City officially designated office 
buildings—are owned bythe Bell System 
—the A. T. & T. and Associated 
Companies. 


Together with the land on which they 
stand, they represent an investment of 
$221,000,000. They furnish space for 
switchboards, other telephone facilities, 
and a numerous personnel. To investors 
they are visible evidence of the vast 
physical facilities required for the coun- 
try’s nation-wide telephone system. 


The property of the Bell System, whose 
book cost on December 31, 1924 was 
$2,266,923,466, and a service co-exten- 
sive with the nation, underlie Bell 
System securities. 

The dividend rate of the stock of the A. T. 

&T., parent company of the Bell System, is 

9%. This investment stock can be bought in 


the open market to yield a good return. 
Write for booklet, “Some Financial Facts.” 


SECURITIES CO. he 


D.F. Houston, President 
195 Broadway NEW YORK 


“The People’s 
Messenger’’ 


SELL TELEPHONE 
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How Collection of Foreign Debt 
May Affect Business 


Will the Payment of the Great Sums Owed to Us by Nations 


Overseas Help or Hurt Us? 


Some of the Effects Likely to Oc- 


cur Which Have Been Discovered in a Study Conducted by the 
National Conference Board. Where Interests Might Conflict. 


ILL it help us or hurt us to 
collect the foreign debts? 
The National Industrial Con- 
ference Board has made a study 
of the bearing of the inter-ally debts upon 
American economic conditions and a pre- 
liminary report has just been issued for use 
in connection with the discussion of prob- 
lems of economic restoration at the June 
meeting of the International Chamber of 
Commerce in Brussels. The board has con- 
fined itself so far to the presentation of 
facts and economic analysis and has offered 
no suggestions as to policy regarding the 
problem. 

The study indicates that while the impor- 
tance of the debts for the American tax- 
payer is not great when compared with its 
importance to the taxpayers of the debtor 
nations, the payments of the debts unless 
handled with some regard for the industrial 
and trade adjustments involved, may present 
difficulties for certain prgductive groups in 
the United States. 


The Tax Benefits 


NE of the largest factors in the effort 

to secure settlement of the debts is the 
feeling that it offers the greatest possibility 
of relief for the American taxpayer. If all 
the foreign debts were funded on the same 
basis as the British debt the United States 
would receive annually from $422,000,000 to 
$486,000,000, or an average of about $450, 
000,000 in interest and principal. This is 
equivalent to 13.1 per cent of the total amount 
of taxes raised by the Federal government in 
the fiscal year 1924 and to 22.9 per cent of the 
amount collected in income taxes in that 
year. Not all of this amount could be ap- 
plied immediately to tax reduction even 
though it were not used for other expen- 
ditures. The law requires that payments on 
principal have to be applied to reduction of 
our public debt. The interest payments may 
be applied to tax reduction. In so far as the 
debt payments are applied to reduction of 
our public debt, we may expect gradual re- 
duction of taxes thereby. But this process is 
necessarily slow. Moreover, since the gov- 
ernments may, according to the British 
funding agreement, discharge their annual 
payments in Liberty bonds when it is to their 
advantage to do so, payments in this form 
would be applied automatically to retirement 
of the public debt and the immediate tax re- 


duction would be thereby proportionately 
smaller. Altogether, it would appear that 
at the most about $350,000,000 annually 


would be available for immediate tax reduc- 
tion. This is equivalent to 10.9 per cent of 


the total Federal taxes and to about 20 per 
cent of the total amount of income taxes 
raised in 1924. 

If the debts still unfunded—principally 
those of France, Italy and Belgium—were 
to be paid on the same basis as the British 
debts, such payments would make available 
for immediate tax reduction about $222,000,- 
000 annually which is equivalent to about 
$2 per capita and which if applied to Fed- 
eral income taxes alone would provide a re- 
lief of about 12 per cent in the total thus 
raised. 

The fact is usually lost sight of, however, 
that Federal taxes which would be thus re- 
duced by debt payments, form the smaller 
part of the American tax burden. State and 
local taxes constitute about three-fifths of 
the total tax burden and have been steadily 
rising while Federal taxes have been de- 
clining slowly but steadily. If the American 
tax burden as a whole is considered, there- 
fore, it is seen that the fullest possible debt 
payments amounting to an average of $450,- 
000,000 annually would afford relief of no 
more than 5 per cent or $3.50 per capita 
annually and that if the still unfunded debts 
were paid even on the maximum basis pro- 
vided under the British funding agreement, 
the relief to the American taxpayer in gen- 
eral would be less than 3 per cent or some- 
what under $2 per capita annually. 

Another fact that is usually lost sight of 
in this aspect of the problem is that if the 
debts are not paid there is involved no loss 
in purchasing power for the American people 
as a whole, since the taxes raised to carry 
our public debt are returned to the public 
at large, although not necessarily to the 
same groups who pay them. 


Might Depress Purchasing 
Power 


HE payment of the debts by the debtor 

countries involves a quite different prob- 
lem, since the taxes raised and the sums paid 
abroad constitute a diminution of the na- 
tional income. Moreover, the seriousness of 
the burden for them is apparently greater 
than that for the United States. The study 
indicates that the total taxation in 1924 rep- 
resented 23.2 per cent of the national income 
of Great Britain, 20.9 per cent of France, 
19.1 per cent of Italy and 17 per cent of 
Belgium, as compared with 11.5 per cent of 
the natighal income of the United States. 
If now France, Italy and Belgium were to 
begin payment of their debts to the United 
States on the scale adopted in the case of 
Great Britain, an increase of about 10 per 
cent in their current tax burdens would be 
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necessary. In view of the character of the 
tax system in these countries, it appears that 
this addition to the already high tax burdens 
would fall on general consumption rather 
than upon the wealthier classes and so would 
tend to depress the standard of living and 
the general purchasing power of these coun- 
tries. The extent of the increased burden 
upon these countries would be at least twice 
as great as the relief that might be ex- 
pected for the American taxpayer, and in 
view of the economic situation of these 
countries the consequences of this disparity 
might be more seriously felt. 


The Effects on Trade and 
Industry 


HE basic mechanism of international 

trade is now well enough understood so 
that every conversant person will readily 
admit that.the transfer from one country to 
another of the principal and interest of $14, 
000,000,000 (to take the probable minimum 
involved in the inter-ally debts and repara- 
tions) is likely to have some effect on inter- 
national trade, international investment and 
upon the productive life of the countries 
most directly concerned. No one can tel! 
precisely what these effects are going to be 
but a study of what has happened in the 
past in similar though less striking cases 
and a careful analysis of the present situa 
tion and tendencies in the trade, investments 
and industries of the country makes it pos 
sible to indicate the general character of thx 
changes that may be expected and to meas- 
ure their importance. 

In this connection it must be remembered 
that the fact that Germany is obliged to pay 
reparations to the allies and to make certain 
additional payments to the United States 
constitutes a material alteration in the prob 
lem. When the inter-governmental debts 
are balanced, Germany stands as the chiei 
debtor and the United States as the chiet 
creditor. Since Germany is obliged to pay 
the Allies more than they are obliged to pay 
the United States, the effects of debt pay 
ments so far as the paying country is con 
cerned are concentrated upon Germany. S« 
too, the effects of these international pay- 
ments, so far as the receiving country is cou 
cerned, are largely concentrated upon th 
United States. No matter what the forma! 
arrangements regarding the relation of the 
debts to reparations may be, such econom:c 
effects as may be expected are likely to ap 
pear in these two countries more striking] 
than in any others. 

Considering the trade, productive life and 
eccnomic prosperity of the United States. 
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To the extent that we believe in 
the future of thiscountry we must 
believe in the future of its great 
industries. The cities and homes 
we live in, the clothes we wear, 
the food we eat,—all are products 
of American industry. The well 
secured bonds of seasoned indus- 
trial corporations furnish a sound 
investment medium. They are 


backed by tangible assets of great 
value and by proven earning 
power. And carefully chosen, 
they afford unusual opportuni- 
ties for substantial income return. 
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there is no reason to expect that the maxi- 
mum possible debt payments of, say, $450,- 
000,000 annually would be likely to be dis- 
advantageous to us. The amount involved 
is too small in comparison with the total 
volume of our trade, international business 
transactions, and our domestic production, 
Debt payments of $450,000,000 annually 
would be equivalent in value to about 9 per 
cent of the total merchandise exports of the 
United States in 1924 and to about 5 per 
cent of the total foreign trade including both 
exports and imports in that year. In other 
words, an alteration of uo more than 5 per 
cent in the volume of onr foreign trade by 
way of increased imports or decreased ex- 
ports would take care of the maximum of 
debt payments, if considered apart from 
other changes in our international business 
transactions. Taking our international busi- 
ness transactions as a whole, including our 
purchases and sales of services, our invest- 
ments abroad, the interest payments thereon, 
our immigrants’ remittances, our unfunded 
credits, etc., such an amount of annual pay- 
ments would figure as an item amounting to 
considerably less than 4 per cent of our total 
international business. This is no more than 
the variations from year to year in some of 
the more important items in our interna 
tional balance sheet. Moreover, since the 
total value of our domestic production in 
1923 may be estimated at at least $50,000,- 
000,000, debt payments of $450,000,000 an 
nually would constitute less than 1 per cent 
of our domestic production, which is far less 
than the normal rate of growth of our pro- 
duction activity. 


But There Are Difficulties 


HIS does not mean, however, that the 

effects upon some aspects of our produc 
tive life may not offer difficulties. The coun 
try as a whole may be so much better off 
through having its purchasing power in- 
creased by half a billion dollars annually, 
but that increased purchasing power cannot 
be equally distributed nor equally applied to 
all branches of industry and trade. We get 
through debt payments from other countries 
not only the money to buy more goods but 
we must get the goods as well. This means 
that the excess of our exports above imports 
must be by so much reduced—we must re- 
ceive more than we pay for by the amount 
of the annual debt payments. Otherwise, 
the debts are not being paid or their pay- 
ment is only being deferred. If we receive 
the payments in the form of titles to foreign 
property, one kind of debt is merely being 
exchanged for another, and one set of debt- 
ors for another set. This would not be true 
if we were to receive payment in the form 
of investments owned by foreigners in this 
country; but the sum total of these probably 
does not amount to more than $3,000,000,00C, 
or less than one-third of the amount of the 
debts. 

The effect of debt payment depends chief- 
ly upon the respect in which our excess of 
exports is reduced, and the extent to which 
it is reduced by other factors. 


Conflict of Industry and 
Agriculture 


a. ways in which our excess of exports 
may be cut down and an eventual excess 
of imports brought about depends upon the 
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relative strength of various productive in- 
terests in the United States. We have be- 
come more and more definitely a manufac- 
turing nation. Manufacturing is becoming 
increasingly our prime interest. In conse- 
quence, our exports of foodstuffs and raw 
materials have been declining in recent years 
while our imports of other foodstuffs and 
raw materials have steadily increased and 
our exports of manufactures steadily de- 
veloped. But the effect of debt payments 
will be largely only to intensify this trend of 
our development. We may expect to see our 
imports of foodstuffs and materials increase 
and our exports of these decrease rather 
than to see our exports of manufactures, by 
and large, reduced. The debtor nations, in 
order to pay, will not only have to restrict 
somewhat their consumption of foods and 
materials but to buy what they do need from 
other countries; and in order to do this, they 
will have to increase their exports of manu- 
factures to these other countries. We shall, 
therefore, have to contend in the process of 
debt payments with a further decline rela- 
tively in our exports of foods and materials 
to Europe and with some form of increased 
competition with European industries in 
other markets. It may be taken for granted 
that we shall not want to receive any large 
increase in imports of foreign manufactures 
but shall prefer to take our increased im- 
ports in the form of foodstuffs and mate- 
rials which our growing population and in- 
dustries need. 

It is here that the possibilities of diffi- 
culty and conflict are involved. The Amer- 
ican agricultural producers of wheat, cotton, 
meat products, hides and skins, and of beet 
sugar are hardly in a favorable position at 
present to stand a further decline in our 
exports of foods and materials or a further 
increase in imports of such foods and mate- 
rials as we may produce ourselves. Ameri- 
can manufacturers, however, are in a strong 
position to compete in most lines with the 
foreign industrialists and to retain their for- 
eign markets as well as protect the domestic 
market. This situation may lead to increas- 
ing friction between the agricultural and in- 
dustrial groups in the United States. 


Price Changes Would Intensify 
Conflict 


UCH friction may also be intensified by 

the price changes which may accompany 
debt payments in the United States and the 
debt paying countries. With the increase in 
our purchasing power through debt pay- 
ments, there may be a tendency for the do- 
mestic price level to rise relative to the 
prices of commodities imported and ex- 
ported. The American farmer, therefore, 
may have to pay more for the things pro- 
duced by our domestic industries and which 
he needs, and he will be getting relatively 
less for the surplus of his product which he 
exports. Moreover, the purely domestic in- 
dustries may tend to be somewhat stimu- 
lated in activity and prosperity and the in- 
dustries which depend very largely on ex- 
port business may be relatively retarded. 
The reverse changes may take place in the 
debt paying countries. Domestic purchasing 
power and domestic industries may be rela- 
tively depressed, while capital and labor will 
tend to shift to the export industries. 


All this thus implies that debt payments 
may be expected, in the long run, to bring 
about a gradual shifting of productive em- 
phasis in the receiving and paying countries. 
American agriculture may be somewhat fur- 
ther depressed and the American export in- 
dustries which are inherently weak in com- 
petitive power may find operation less prof- 
itable. Our industries may be stimulated to 
more intensive development along the lines 
of mass production by machine methods, 
turning out larger quantities of standardized 
products of general utility and wide mar- 
kets. The European industries, being forced 
to consume relatively less materials and hav- 
ing a larger labor supply, may be stimulated 
in the direction of production of luxury 
goods and specialties and products of rela- 
tively high value in comparison with the 
quantities of materials used. 


Sudden Beginning Might Cause 
Trouble 


LL this involves, as has been said, no 
general economic disadvantage either to 
Europe or the United States, in the long 
run. The difficulties of debt payment are, 
therefore, not to be considered insuperable, 
serious or lasting. If the desirability of debt 
payments be assumed, the problem is merely 
one of adjustment so as to produce the least 
disturbance. It is here that the debt funding 
arrangements as well as the reparations 
plans may easily be defective. It is the 
sudden beginning of large-scale payments 
and their sudden cessation that may cause 
trouble. It would appear extremely desir- 
able if such international payments could be 
begun very gradually, and gradually step up 
to their maximum and thereafter progres- 
sively step down until they entirely cease 
In this way the disturbing effects of large 
international transfers may be mitigated. 
The idea has already been embodied in the 
Dawes plan as regards the beginning of 
reparations payments; and it would be pos- 
sible to apply the same idea to the final 
period of reparations payments if such a pe- 
riod could be fixed. This principle has not 
been recognized, however, in any of the 
debt funding arrangements. 

The Conference Board’s analysis of our 
present industrial and trade situation and of 
the effects of such large international pay- 
ments as were involved in the Franco-Prus- 
sian war indemnity and the large transfers 
of capital to and from the United States 
in the period from 1868 to 1878 throws con- 
siderable light upon these important prob- 
lems and affords a guide to their solution 
on the basis of sound economic principles. 
In its preliminary report the Board has not 
ventured to express any views as to the 
policy to be adopted in the adjustment of 
the debts. It has sought merely to analyze 
the economic factors involved, with their 
relation to American economic conditions, 
and in this work it has been aided by an 
able advisory committee composed of such 
leading business executives and bankers as 
Frederick P. Fish, Albert F. Bemis, Elon 
Hooker, Leonor F. Loree, William L. 
Clause, John W. O'Leary, Fred I. Kent, 
Charles Cheney and Magnus W. Alexander. 
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Three Billion Stake 


(Continued from page 744) 


ports into this country and $742,000,000 were 
exports from this country. 

The principal items of our imports are 
tropical products, and raw materials for our 
industries. Coffee leads, the number of 
pounds having almost doubled from 1900 to 
1924, while the value rose from $52,000,000 
to $249,000,000, or nearly five times. 

Cacao, or cocoa, for which we depend in 
large part on our neighbors in the South, 
has shown a big increase in the imports of 
recent years, and the total imports of cocoa, 
or cacao beans, in 1924 were 378 million 
pounds against forty-two millions in 1900; 
of sisal, a Mexican product used largely as 
a substitute for hemp, the imports of 1924 
were sixteen million dollars in value against 
seven millions in 1900; hides and _ skins, 
which come largely from Latin America, 
were 356 million pounds in 1924 against 
fifty-eight millions in 1900; wool largely 
supplied by Latin American countries 268 
million pounds of imports in 1924 against 
155 millions in 1900; and sugar, coming 
chiefly from Cuba, 8,271,607,000 pounds in 
1924 against 4,018,000,000 in 1900. 


The Capital Investments 


HE exports of South America in the ag- 

gregate always have exceeded the imports, 
which is the usual thing with new and de- 
veloping countries which are using large 
sums of foreign capital. Such. countries 
must have a surplus of merchandise exports 
over merchandise imports in order to pay 
accruing interest on their indebtedness 
abroad. The investment of foreign capital 
for the development of the natural re- 
sources creates the wealth with which inter- 
est and eventually principal is paid. The 
early supplies of capital for Latin America 
came from Europe. The United States had 
her own task of development and was draw- 
ing heavily on Europe, at the same time. 
These capital supplies went out in the form 
of railroad and industrial equipment, making 
desirable business for the investing coun- 
tries and laying the foundations of per- 
manent trade. There has been every reason 
why Great Britain should hold the premier 
position in that trade, as she always has in 
the trade of the United States. 

A compilation of the investments of 
Great Britain in Latin America, made in 
1918 by Frederic M. Halsey, representing 
the Bureau of Foreign and Domestic Com- 
merce, Washington, D. C., shows a total of 
little above $5,000,000,000. The South 
American Journal, published in London, 
and a good authority, in its issue of Febru- 
ary 21, 1925, estimates British investments 
in Argentina at £395,000,000 sterling or 
nearly $2,000,000,000, and calculates that 
they are 40 per cent of British investments 
in Latin America. These investments are 
widely diversified in nature, railroads lead- 
ing, with government loans second and 
after them public utilities, banking, mer- 
chandising, meat-packing, mining and a va- 
riety of enterprises. 

The same authority places French invest- 
ments in Latin America at $1,500,000,000 to 
$1,700,000,000. German enterprise has been 
very active in the trade of Latin America, 


but probably the fixed investments of Ger- 
man capital have not been on the whole 
equal to that of French capital. Belgium, 
Holland and Italy also have shared in the 
trade and investments. Probably it is not 
far out of the way to estimate the total in- 
vestments of European capital from out- 
side of Great Britain as equalling the British 
investments. 


Our Early Beginnings 


BE ORE the war this country had made 
the beginnings of operations in South 
America. Some of our larger industries 
had also established selling agencies repre- 
senting substantial investment of capital in 
several countries. These were devoted prin- 
cipally to the sale of steel, oils, electrical 
goods, machinery, typewriters, sewing ma- 
chines and automobiles. In Brazil there 
were also important investments of Ameri- 
can companies purchasing coffee for export 
to this country and in Peru and Chile the 
development by Americans of copper min- 
ing was rapidly progressing. Two large 
packing houses were operating in the Ar- 
gentine with American capital and an Amer- 
ican company had recently been formed to 
mine and market nitrate of soda in Chile. 
These various beginnings of American ef- 
fort represented a total investment well 
above one hundred millions of dollars. 

From 1914 to 1924 inclusive the meat 
packing business has been enlarged in the 
Argentine and has extended into Uruguay, 
Paraguay and Brazil. Very substantial ad- 
ditional sums have been added to our in- 
vestments in copper and nitrate mining and 
the field has been extended to include iron 
in Chile, tin in Bolivia and manganese in 
Brazil. The oil selling companies have be- 
come producers and together with other 
American companies have put large sums of 
money in oil well development in Venezuela, 
Columbia, Bolivia, Argentine and elsewhere. 
Our investors have $365,000,000 of govern- 
ment securities of Brazil, Argentine, Chile, 
Bolivia, Uruguay and Peru, all of which 
have been issued during this decade. In- 
cluding also smaller sums invested in manu- 
facturing and assembling plants, fruit and 
cotton growing, etc., it is safe to estimate 
a present American investment in South 
America of over one billion, one hundred 
million dollars, or an increase of ten times 
the amount so invested in 1914. 

Our largest investments naturally have 
been in the countries adjacent to us, Cuba 
and Mexico. Dr. Klein, of the Bureau of 
Foreign and Domestic Commerce, estimates 
the aggregate of our investments in the 
Latin American countries before the war at 
$1,000,000,000, and at the present $3,000,000,- 
000. 


Era of Development Ahead 


HE United States has reached a stage 

in its own development where the pion- 
eering work is largely done. There is no 
end to opportunities to use capital for the 
improvement of our industrial plant, but 
every part of this country now is accumulat- 
ing capital, and able in large degree to take 
care of its own needs. It may well be to 


our advantage and that of the countries 
who with us occupy the Americas that a 
part of our accruing supplies of capital be 
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used in the development of their vast dor- 
mant resources. 

It is the natural thing for these increas- 
ing supplies to overflow into the countries 
where the opportunities are now greater than 
at home. Such a movement of capital can 
occur, of course, only if the people oi the 
countries toward whom it would be di- 
rected, view it with favor. It must be a 
mutually advantageous development, such as 
will unite the countries of the Americas by 
the friendly ties which grow from having 
interests together. There is no threat or 
possibilty of political aggrandizement in it. 
The people of the United States are covet- 
ing none of their neighbor’s territory and 
asking no privileged opportunities. The 
United States will support none of its citi- 
zens in acts that are unlawful or in claims 
to any different treatment than such as be- 
longs of right to the native citizen and is 
accorded to the citizens of all countries as a 
matter of justice and without favor. 

In a recent address, Dr. Rowe, director of 
the Pan American Union, said that the day 
of the concession hunter in Latin America 
was past. There was such a period, a shady 
period in the history of our relations with 
Latin America, when great favors were 
sought on the strength of large promises, 
and often with little responsible backing. 
The era of adventurers and go-betweens is 
past. The era of lasting relationships and 
solid business development is at hand. The 
expansion of United States trade in Latin 
America does not necessarily mean that 
other countries will have less trade there. 
There is no limit to the trade that may be 
had there if the resources of these countries 
are opened up. Every one of the countries 
now trading there can have more trade if it 
will do its share to increase the purchasing 
power of these peoples. 


Fear of German Competition 


HERE is too much loose and meaning- 

less talk about national rivalries, and of 
this or that country driving other countries 
out of the field. There is competition of 
course; competition is the law of life, and 
nobody should want exemption from it. We 
have plenty of competition in the domestic 
trade of this country, and a reasonable de- 
gree of prosperity with it. We hear a good 
deal about the prospects of German com- 
petition in the markets of the world, but 
we had German competition in all those 
markets before the war, when Germany was 
in the full tide of her power, and it is well 
to remember that in those years German 
imports always kept pace with German ex- 
ports. 

There is a lesson in this which seems dif- 
ficult to learn. Nations pay for what they 
buy of each other with their own goods and 
services, and if unwilling to take their pay 
in that manner they cannot sell for very 
long. This is one thing we have not fully 
learned in this country. We are great for 
foreign trade, but most of us mean selling. 
And yet a good merchant is bound to give 
some attention to how his customers are go- 
ing to pay for what they buy. We must un- 
derstand that if we are going to sell to 
Latin America, we must take in payment the 
products of Latin America, without 
grumbling or restriction. 

And we must consider that trade with 
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Latin America is closely involved in trade 
with other parts of the world. At present 
we have a great balance in our favor in 
trade with Europe, which Europe is able to 
settle by transferring to us balances which 
are coming to her from South America and 
other parts of the world. We cannot have 
trade balances in our favor from all parts 
of the world, for there will be no way of 
paying them. We must understand that our 
position is changing from that of a debtor 
country, which requires a surplus of ex- 
ports over imports, to that of a creditor 
country, which requires a surplus of imports 
over exports. 

One of the criticisms commonly directed 
at the labor organizations is that they some- 


42 Cedar Street 
NEW YORK 


times restrict production, acting upon the 
theory that there is only a limited amount 
of work to be done and that the longer, 
they can make it last and the more they can 
make it pay, the better. That is a mistake, 
but the statesmen of the world, and busi- 
ness men, too, sometimes fall into the same 
error. The truth is that there is no limit to 
the amount of work to be done in the 
world, or to the amount of business to be 
had, or to the amount of wealth that may be 
created from the resources of nature. The 
purchasing power of every country is in its 
own powers of production, and the greatest 
possible prosperity for every country is to 
be had in connection with the prosperity of 
every other country. 


World Census 


(Continued from page 749) 


Because of the great number of individual 
farms and ranches to be visited and enu- 
merated and their wide dispersion over thie 
country, this census is a tremendous under- 
taking. For example, when a census of ag- 
riculture in the United States is taken, com- 
mittees of experts in the Census Bureau be- 
gin the work of preparing the question- 
naire, forms, definitions of terms and detailed 
instructions to the enumerators, editors and 
compilers at least two years in advance; 
then estimates of the cost of taking and com- 
pleting the census are made and submitted 
to Congress, which provides the necessary 
appropriation; census supervisors are ap- 
pointed and trained, and enumerators are 
employed for each of the political subdivi- 
sions of the country, to be followed by the 
organization of an emergency force at head- 
quarters to handle returns as they come in. 

Actual visiting of farms by enumerators 
and the filling out of a separate schedule for 
each farm and ranch begins throughout the 
country on a certain date, but this phase of 
the work requires from three to nine months 
for completion, as it is subject to interrup- 
tion by unfavorable weather, bad roads and 
difficulty in reaching remote farms. 


Answers from 6,500,000 Farms 


HE next step is the careful examina- 

tion of each census return by experienced 
workers to see that the questions have been 
properly answered and that the figures are 
consistent. Then begins the colossal work 
of tabulating the answers to 100 or more 
questions from 6,500,000 farms, classifying, 
adding, checking and analyzing results of 
each individual question, for each of the 
2750 counties, for each of the forty-eight 
states, and for the United States. Then a 
certain amount of text must be prepared 
to explain and interpret the purely statistical 
results, so that they will be readily intel- 
ligible to the public, and then begins the 
slow process of printing and distributing by 
the government. Even in the United States. 
where farmers as a class are intelligent and 
where we have the largest, best equipped 
and best organized census bureau in the 
world, from two to three years are required 
to complete an agricultural and livestock 
census. 

If the task of taking an agricultural cen- 
sus in the United States is great, even with 
a permanent, well-organized census bureau, 
equipped with marvelous mechanical devices 
that display almost human intelligence in 
tabulating and classifying census data, such 
a task will be vastly greater in countries not 
so well organized and equipped. Because 
of the magnitude and expense involved in 
taking a world census, it is proposed to de- 
vote the next four or five years to neces- 
sary preliminary work of planning and or- 
ganizing for the census in the seventy-seven 
adhering countries. 

The present program, so far as it has 
been developed, is for the director of the 
world census project to establish his head- 
quarters at the International Institute of 
Agriculture in Rome at once, to select ap 
assistant director, and to organize a small 
office force, to study the census material 
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already published by the adhering govern- 
ments, to prepare a standard form of cen- 
sus questionnaire for use in all countries, 
together with definitions, a glossary of 
terms used in all languages, instructions to 
enumerators and supervising officials, and a 
census program for each country, all of 
which will be revised by a committee of 
representative statistical specialists and sub- 
mitted at the next meeting of the General 
Assembly of the International Institute at 
Rome, to be held in May, 1926. 

The second step will be a diplomatic mis- 
sion to the seat of government at each of 
the adhering member nations for the pur- 
pose of explaining the project and winning 
the approval, the active support and the co- 
operation of the proper officials, and to aid 
them with technical advice in planning and 
organizing the census to be taken in 1930. 

Each country will be responsible for tak- 
ing its own census in accordance with the 
uniform program outlined by the Interna- 
tional Institute. 

“Need for an international census on a 
uniform plan and date is especially felt by 
statisticians and business men who have oc- 
casion to prepare and use estimates of world 
production,” says Mr. Estabrook, “because 
the moment one attempts to prepare a world 
table for any crop or livestock product, he 
is immediately confronted with the fact that 
some countries have never taken a census, 
other countries have taken censuses only at 
rare or irregular intervals, and the figures 
supplied by censuses from different coun- 
tries are not uniform or comparable. 

“Aside from the mechanical and other 
difficulties involved in the taking of 
an agricultural census in any country, spe- 
cial difficulties will be encountered in or- 
ganizing a world-wide census of agriculture 
on a uniform basis. First is the obstacle 
of great diversity in languages, psychol- 
ogy, customs, natural conditions, size of 
farms, kinds of crops and livestock, farm and 
livestock practices and units of measure, all 
of which complicate census problems greatly. 
For example, in many regions a one-family 
mixed farm, such as is common in the 
United States, is absolutely unknown, and 
there is no idea, word or phrase which means 
exacily the same thing in many foreign lan- 
guages as the word “farm” in the United 
States. Not only will difficulty be encoun- 
tered with respect to farm tools and machin- 
ery, which range all the way from the most 
primitive crooked stick used for a plow to 
the latest model of the American combined 
reaper and thresher, but there is much di- 
versity and confusion in the use of many 
terms, such as “planted” or “sown,” “area,” 
“crop,” “harvest,” “yield,”’ “production,” 
“surplus,” “wages,” etc. For instance, in 
the Latin American countries the same word 
is used for a plow, a hoe and a spade. Then 
there are innumerable pitfalls in the units 
of measure in different countries. Even in 
the United States a “cord” of wood, a 
“bushel” of grain, or a “barrel” of corn 
does not mean the same in different states. 

In the same way foreign units do not al- 
ways mean the same thing even in the same 
country. In Argentina, for example, the 
arroba, the quintal, the cuadra, the fanega 
and the league are not uniform in differ- 
ent provinces. In Brazil a single unit of 
land measure. means nine different things 
in as many different provinces. Obviously 


Specialized Service to Banks 


Guaranty Trust Company 
of New York 


Main OrFice: 140 Broadway 


Firraw Avenue Orrice: Fifth Ave. and 44th St. 


Mapison Avenue Orrice: Madison Ave. and 6oth St. 


NEW YORK 


London Offices: 


32 Lombard St., E. C. 3 
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Bush House, W. C. 2 


Paris: 1 & 3 Rue des Italiens 


Brussels: 156 Rue Royale 


Liverpool: 27 Cotton Exchange Buildings 


Havre: 122 Boulevard de Strasbourg 


Antwerp: 36 Rue des Tanneurs 


great care will have to be used in defining 
and interpreting the various terms and units 
used throughout the various countries. 

“A second obstacle to be encountered in 
many countries will be the question of 
financing a census. A census is an ex- 
pensive undertaking. Many countries have 
difficulty in balancing their budgets and will 
be loath to incur the expense of taking a 
census when other things seem more urgent 
and important. 

“Even in the case of the International 
Institute, the question of finances will be 
important. The undertaking of the world 
census project by the Institute was made 
possible only through the contribution of 
additional funds by the International Educa- 
tional Board and the active cooparation of 
the United States Department of Agricul- 
ture in furnishing technical assistance. Other 
assistance has been extended in every prac- 
ticable way, in the belief that an agricul- 


tural and livestock census, taken in all coun- 
tries in the same year and in accordance 
with a uniform plan and methods under 
the auspices of the International Institute 
of Agriculture at Rome, will be of perma- 
nent benefit to the farmers, to the business 
men and to the governments of every coun- 
try.” 


F. N. Shepherd Honored 


For distinguished service in the field of 
business administration, the honorary de- 
gree of LL.D. was conferred upon F. N. 
Shepherd, Executive Manager of the Ameri- 
can Bankers Association, by Park College 
of Parksville, Mo., in June. Mr. Shepherd 
was graduated from Park College just 25 
years ago. Returning to receive this honor, 
he made the principal commencement ad- 
dress. 
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ANY thousands will spend their vacations 
throughout the Great Lakes Region during 


the next few months. 


Michigan offers 1,624 miles of shore line; 6,570 
miles of State trunk line highways; 5,012 inland lakes; 
many miles of trout streams through pine and hard- 
wood forests; scores of State parks and hundreds of 


improved camp sites. 


Vacationing is but another of many business reasons 
why your bank should have the best connection 
obtainable through which it may serve your custom- 
ers efficiently throughout the Great Lakes Region. 


FIRST NATIONAL BANK 


DETROIT 


MICHIGAN 


The First National Bank, the Central Savings Bank and the 
First National Company of Detroit, are under one ownership. 


Financing Cars 
(Continued from page 742) 


payment or part payment on any new Car. 
The automobile dealer returns the cashed 
certificate to the exchange. If it has a 
sufficient amount of cash, the exchange re- 
deems the certificate or gives the member 
its promissory note payable in 90 days, bear- 
ing interest at the rate of 6 per cent. The 
notes can be readily rediscounted at the 
banks, and the dealers may thus obtain cash 
for the part that the used car represents 
in the deal. 

The used cars purchased are put into 
first class condition, unless it would not 
be sensible to follow such a course, and 


are displayed on the floor of the exchange. 
By assembling all of the types and models 
on hand in a central place, the exchange 
makes it possible for the potential purchaser 
of a second-hand automobile to inspect the 
whole lot. The reconditioned cars are cer- 
tified to be in good condition, and the deal- 
ers stand back of the warranty. Thus the 
man who is in the market for a car can 
satisfy himself that he has made a deci- 
sion after having considered many possi- 
bilities, and he has assurances that the va- 
rious warranties will be carried out. 

In order to provide ready funds at all 
times for operating the exchange, the deal- 
ers agree that the certificates, when pre- 
sented for redemption, may be discounted to 
the extent of 10 per cent. Thus should the 


exchange run at a loss, it can deduct one- 
tenth of the cash value of these certificates, 

By a tie-up with the automobile finance 
corporations, the exchange gets cash im- 
mediately for the used automobiles that it 
sells to the public on time. It requires 40 
per cent of the sales price in cash and the 
balance distributed over a period of time 
not to exceed twelve months in equal month 
ly payments. The used car is not subject 
to the same sentimental depreciation that 
affects the value of a new automobile and, 
for this reason, does not depreciate as fast. 
The exchange turns the installment notes 
over to the finance corporation without re- 
course and obtains cash without further de- 
lay. 


The Bankers’ Warning 


wes extent to which finance companies 
have been set up to take care of the 
financing of automobile purchases on the 
deferred payment plan may be appreciated 
when it is recited that there are now more 


than one thousand of these institutions in 
the United States. The percentage of loss 
that has been sustained on the whole vol- 
ume of business is reported to have been 
small, the banks during the latter part of 
1924 sounded a warning to the finance 
companies against making the terms under 
which automobiles could be purchased on 
time too easy. More than three hundred banks 
and trust companies, observing “a growing 
tendency” on their part to permit the length- 
ening of the period of monthly payments 
and the decreasing of the minimum amount 
of down payments, signed a round robin state- 
ment recommending that the finance com- 
panies and the bonding companies, which 
guarantee the paper, should not depart from 
certain fundamental principles. They laid 
down the rule that all cars should be paid 
for within a year of the time of purchase, 
and that the down payment should repre- 
sent at least one-third of the cash selling 
price at the point of delivery with the addi- 
tional accessories and equipment included. 
In making it possible for a person to buy 
an automobile with a small initial cash pay- 
ment, the banks and trust companies declared 
that these practices would “tend to impair 
both the safety and liquidity” of this class 
of paper. While the bankers took the ini- 
tiative in this matter, the representatives 
of several hundred finance companies and 
the bonding companies guaranteeing auto 
paper in a meeting at Chicago in December 
of last year voted to comply with these 
recommendations. 


The Auto Saturation Point 


HE traffic in used cars promises to 
grow in the next few years. While the 
congestion of the streets in the big cities 
and the growing number of motor-driven 
vehicles have spurred many to ponder if 
the saturation point will not soon be reached, 
the automobile manufacturers contend that 
there is no immediate danger of this. 
Practical minded economists, however, fig- 
ure that the limit will be attained when 
there is one car to a family. There are 
about 27,000,000 families in the United 
States, but, of course, a good number of 
these would have to be eliminated because 
their income is hopelessly small. This is 


offset, to an extent, by the number of au- 
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tomobiles used as taxicabs and for other 
commercial purposes, as well as the richer 
families which have a fleet of cars in their 
garages. 

There are now more than seventeen mil- 
lion cars registered in the United States. 
The life of an automobile, which has been 
figured as six years by noting the yearly 
decrease in the number registered—after 
making allowance for new production—is 
growing longer. It is now thought that 
the models of 1925 will last eight years. 
Thus the number of automobiles needed to 
replace these worn-out machines will range 
around 2,500,000 annually. The lengthening 
life of the automobile and the question of 
reaching the saturation point has stimulated 
thought as to whether or not the American 
automobile industry will have to cut down 
its output. The Ford Motor Company has 
attained a production of 7000 cars daily, 
alone. 

In answer to this question, it is pointed out 
that there are great undeveloped markets 
in the foreign fields, and that the number 


of American cars shipped overseas should 
show material gains. That there has al- 
ready been a curtailment in production is 
cited by the reduction in the passenger car 
output in 1924, which was 3,262,280, as com- 
pared with 3,694,237 for the preceding year. 


Modern Methods 
(Continued from page 743) 


cases the borrower with the weakest finan- 
cial statement is the best credit risk. The 
examiner, however, has never come in per- 
sonal contact with the borrower, has had 
no experience in dealing with him. He must 
depend entirely upon the information he finds 
in the files of the bank or statements made 
by the officers of the bank regarding the 
borrower. In this way alone can he reach 
an estimate as to the worth and character 
of a borrower. This handicap of the ex- 
aminer can, in part, be overcome by his 
ability as a judge of character to form a 
sound opinion of the officer of the bank 
with whom he may be dealing. 

In the discussion at large of the Comp- 
troller’s office, criticism is more frequently 
heard than praise. This is a natural cir- 
cumstance. The real facts, however, are 
not generally known, for the business of 
bank supervision is highly confidential and 
not for public consumption. 

There are volumes of information in the 
files testifying to the invaluable services 
rendered by the Comptroller in salvaging 
banks, many of which have been on the 
brink of the grave. Unfortunately, there 
have been too many opportuinities for ob- 
serving only the distressing and far-reaching 
effects of bank failures. No estimate can 
be placed on the misery which ensues with 
homes broken up and life savings swept 
away, and with these catastrophies occur- 
ring as they have in the recent past, is it 
any wonder that supervisory authorities are 
impressed with the seriousness of their mis- 
sion? 


Restoring Banks to Solvency 


U is one of the functions of the Comp- 
troller’s organization to render assis- 
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Financial Chicago 
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CFivE thousand banks in the 
United States find the services 


of the Continental and Com- 
mercial National Bank complete 
and speedy. In size, strength 
and facilities, this institution 
is unrivalled in the West. 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


Total Resources 
Over $600,000,000 


tance to banks which find themselves off 
the fairway and in the rough, and it stands 
ready at all times to lend sympathetic aid 
to those who find themselves in need of 
it, and it may be interesting to review some 
concrete evidence of the constructive work 
which daily is being performed by the Comp- 
troller’s Bureau—as an example the situa- 
tion which existed in the state of Iowa. 
The serious condition of many Iowa banks 
was directly attributable to the great infla- 
tion of land values which took place in 
1919 and 1920. Farms changed hands rap- 
idly at advancing prices until they were 
selling as high as $500 an acre, or twice 
their producing value under the most favor- 
able conditions. Much of the paper nego- 
tiated in that period found its way into the 


Invested Capital 
Over $60,000,000 


banks, and with the return of sane values, 
equities were in many cases entirely wiped 
out. With the harvesting of a corn crop in 
1924, estimated at 35 per cent of normal, 
together with many five year loans of 1919- 
20 maturing, Iowa banks faced a serious 
situation which needed only a spark to start 
a conflagration. This spark was applied on 
December 31, when two large state banks 
in a large city, having aggregate resources 
of approximately $7,000,000, and three 
smaller institutions in the rural sections 
closed. Extensive newspaper comment and 
free public discussion of banks in general 
resulted in numerous runs throughout the 
state and the failure of three national banks 
and twenty-three state and private banks in 
a single month. 
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Norfolk’s New Resort Hotel 


Is Your Town 


Underhoteled ? 


Why can’t more underhoteled cities and towns profit by 
the experience of Norfolk, Va.? 


Norfolk has a wonderful seashore resort at its front door 
—Virginia Beach, a resort that offered everything ex- 
cept the advantages of a modern resort hotel. 


But Norfolk is accustomed to overcoming difficulties, so 
the citizens got in touch with the Hockenbury organiza- 
tion with the result that in one week’s time $821,000 in 
hotel securities was sold—and the hotel shown above is 


now actually under way! 


Is YOUR town underhoteled ? 


Are its hotels no longer modern? 


THE HOTEL FINANCIALIST, a monthly journal de- 
voted to the subject of community hotel finance, may 
help you solve your town’s problems. 


Your name on our complimentary list “B-6” will bring 
it to your desk—without obligations, of course! 


“GheHlockenbur) System Incorporated 


Penn-Harris Trust Bldg. Harrisburg,Penna. 


Early in January, a state bank in a fair 
sized city, with deposits of approximately 
$1,500,000, closed its doors and a run on a 
national bank in the same city necessitated 
its closing two days later, after assistance 
had been refused by the Clearing House on 
account of the condition of the assets. Ac- 
tive runs were started on all of the remain- 
ing four banks in town, subsiding after 
two days without further disaster. The 
examiner took charge of the national bank, 
and by untiring efforts on the part of the 
directors and himself succeeded in putting the 
assets in such shape as to justify the Clear- 
ing House banks in taking a hand. Accord- 
ingly an arrangement was reached whereby 
all the assets were assigned to a trustee 
committee representing the local banks, 
which committee immediately issued cash- 
iers’ checks to all creditors for the full 


amount of their claims, payable on demand, 
at any national bank in the city. Not only 
did this release deposits of $1,250,000, but 
it restored the public confidence. 


Called Town Meeting 


NE of the oldest national banks in an- 

other section of the state was forced 
to close by reason of the failure of two 
private banks, which were operated by the 
same interests. In order to effect its re- 
organization, a 25 per cent composition with 
depositors was made, and the slow assets 
trusteed for their benefit. The entire capi- 
tal stock was also surrendered for re-sale, 
but owing to public distrust, no purchasers 
could be found. A town meeting was held 
in the opera house and the situation openly 
discussed, with the result that subscriptions 
for 1000 shares were obtained during the 
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afternoon, and the bank is today one of the 
strong institutions in that part of the state. 

Another national bank with resources of 
$1,500,000 closed on account of the failure 
of a chain of banks in Nebraska and \Vy- 
oming, for which it was carrying a line of 
discounted paper. Through the efforts of 
the department, a new bank was organized 
to succeed it, and 1000 shares were sold 
at $200 a share with the understanding that 
the premiums would be used to restore the 
old bank to solvency. The institution opened 
for business without a single condition be- 
ing imposed on the depositors and is today 
in a prosperous condition. 

I have cited the above as being among 
the more important cases of reorganization 
after suspension in that section, and to bring 
out the economic value of such service. In 
the eighteen months ending July 1, 1924, 
60 national banks in the seventh Federal 
Reserve district, having capital and surplus 
of $9,145,000, eliminated $7,573,000, or about 
80 per cent, in losses and doubtful paper, 
principally through assessments and volun- 
tary contributions brought about by the skill- 
ful tactics of the examiners. 

The effect of the reorganization of these 
and other banks seemed to work such a 
magical change on the minds of the people, 
which were rapidly approaching a condition 
of hysteria that the circulation of rumors 
discontinued and the season for bank failures 
closed. 


Comptroller Readily Accessible 


HE attitude of the Comptroller’s Bureau 

has been misunderstood by many bank- 
ers over the country, both large and small. 
It bears not the slightest resemblance to the 
“Circumlocution Office,” and it is surrounded 
by no barbed wire entanglements, but in- 
stead, is an organization of human beings 
trained in their respective professions. No- 
where is there to be found those better 
able to advise on legal questions, or bank- 
ing questions, be they what they may, and 
the facilities of the bureau are at every 
banker’s beck and call, and freely offered. 
The Comptroller of the Currency is per- 
haps clothed with authority which is not 
equaled by any officer of the government, 
yet he is as accessible as a receiving teller 
in any bank. Be assured that he wishes 
to throw no monkey wrenches into the 
banking machinery, but welcomes every op- 
portunity to oil the wheels that the frater- 
nity may be better served. 

It is a function of the Comptroller’s of- 
fice to improve banking facilities in general, 
and in the national banks in particular; 
to establish standards which are high ethi- 
cally and practical economically. This can 
be done only by reason and not by executive 
fiat. Proper procedure in the conduct of 
a bank is not brought about through law 
or by governmental administration or in- 
terference, but by practical evolution of 
the daily operations of the individual banks. 

Another function of the Comptroller’s of- 
fice to the national banks is to discover, 
from its contact with the bankers, what are 
the best and most effective practices, and 
to do what it can in promoting their gen- 
eral application. In other words, the Comp- 
troller imposes, to the extent that he can, 
on banks that do not have them, the best 
banking policies as they are developed and 
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THOSE who influence or advise the purchase of tractor equipment can themselves well 
be guided by the discrimination of large successful organizations in the selection of their 


tractors. 


The following is from a letter by the Red River Lumber Company, dated November 


“When these Tractors arrive at Westwood, we will have in use there a total of fifteen of your 


machines. 


“For use in connection with these, we have purchased from you six Best Logging “Wheelers,” 
and our favorable experience using these Wheelers with your Tractors has been such as to cause 
us to greatly reduce the use of horses, and we believe will result in our abandoning the use of horses 
entirely and will materially reduce the use of donkeys.” 


BEST 


TRACTORS 


“DEALERS THROUGHOUT 
THE UNITED STATES” 


C.L.BEST TRACTOR CO. 


General Offices—Factory 

San Leandro, California St. Louis 
SALES OFFICES 

San Francisco New York City 

127 Montgomery St 30 Church Street 


Factory Branch—Warehouse 
Missouri 


BEST TRACTORS 


evolved from time to time by certain mem- 
bers of the national system. To anyone who 
has been connected with the national bank- 
ing system, it is very clear that there is a 
high degree of conformity to a single stand- 
ard when the varied conditions and size of 
the country are taken into account. 


Qualifying as Bankers 


HERE is one other thought which it 

might be well to consider. Should not 
the future welfare of banking be guarded 
by some requirement as to the educational 
qualifications of the management personnel ? 
The banking laws at the present time, al- 
though setting up many conditions to be 
met before the business of banking can be 
commenced and many other conditions re- 
lating to banking operations, nowhere make 
it mandatory that the executive officers of 
the bank be qualified by education or experi- 
ence in banking theory and practice. Under 
the law, national and state, any person may 
forthwith engage in the business of banking. 

While it is true that the government ad- 
ministration may, in its discretion, insist 
that one or more of the prospective officers 
shall have the proper qualifications, it is 
always within the power of the directors 
to appoint such officers and employees as 
they may see fit. There is no assurance that 
persons with banking experience, who were 
connected with the bank at the time of 
granting the charter, will be retained for 
any length of time. There is, therefore, 
no adequate governmental control over the 
qualifications of the personnel. 


In time of great national prosperity, the 
farmer, the merchant, or the professional 
man, who has undertaken to do a banking 
business without previous training, may 
prove successful. He reaps the fruits of 
success through the momentum of good 
times. But when hard times come—when the 
trend of economic developments are against 
him—it is indeed exceptional to find a 
banker without equipment in the theory and 
practice of banking, holding his own. 

In medicine and in law, which are pro- 
fessions of no greater importance than 
banking, all sorts of restrictions are thrown 
around entry into the profession. In bank- 
ing, however, this is not true, although train- 
ing in economics, in the larger functions 
of banking, and general knowledge of the 
cause and effect of monetary conditions. are 
very essential subjects for the manager of 
the bank, no matter how small. But any- 
one with the funds to buy the stock of a 
bank may obtain control of it and become 
manager without any previous banking ex- 
perience and become thereby entrusted with 
the funds and savings deposits of the com- 
munity. 

The American Bankers Association, in its 
Institute of Banking, has provided a fine 
opportunity for the minor employees of the 
various banks to study banking subjects, but 
what a forward step it would be if, under 
the laws of various states, requirements 
should be made that no one should engage 
in the banking business, in an executive 
capacity, who has not qualified educationally, 
both in theory and practice, in order that 
they may all have basic knowledge. 
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Should not bankers be put upon the same 
basis as other professional men, and be 
required to pass a state or national exam- 
ination upon banking topics, and be issued a 
certificate permitting them to engage in 
the business? This would build a firm 
foundation for intelligent and efficient bank- 
ing. It would lessen the need for close 
supervision, and would be, I believe, the 
starting point for building up a sound bank- 
ing system, which no amount of supervision 
alone can insure. 

Many of the bankers in our Reserve cities 
and in our large cities have reached their 
present positions by way of country bank 
experience, and belong to the few who 
have been able to grasp the larger vision of 
banking and what banking stands for. They, 
no doubt, appreciate the worth of the basic 
training, and upon their efforts and interest 
rests the hope of a better system. 


1924 Bank Earnings 


The gross earnings during 1924 of all 
groups of banks in the Second (New York) 
Federal Reserve District, except the large 
banks in New York City. were as high as in 
1923, the New York Federal Reserve Bank 
has reported, after making an analysis of 
representative bank operations. Net earn- 
ings on capital were slightly lower in banks 
with less than $5,000,000 of loans and in- 
vestments, but slightly higher in the three 
groups of larger banks. As losses charged 
off were smaller, every group of banks ex- 
cept one had a better earning year in: 1924. 
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Specialists in the Underwriting and 
Distribution of 


Electric Light 
and Power Securities 


For a period of over twenty-five years the 
executives of R. E. Wilsey and Company 
have been actively associated with the 
financing of many leading electric light 
and power developments throughout the 


country. 


Banks, Institutions and individual in- 
vestors are invited to make full use of the 
facilities of this organization for supply- 
ing detailed information regarding the 
Electric Light and Power industry and 


specific securities. 


Your name will be placed gladly upon 
our mailing list to receive our offerings 


if you will write us. 


R. E. WILSEY & COMPANY 


Incorporated 


Investment Securities 
76 West Monroe Street 
CHICAGO 


Locked in Minds 


(Continued from page 748) 


gardless of the department affected. He 
should realize that only a profitable business 
can pay good salaries and, therefore, every 
time he secures business on which the bank 
can make a profit he helps himself, just as 
every time he brings in business that is un- 
profitable, undesirable or dangerous he re- 
tards his own progress. 

It should be made plain that every time 
an employee criticizes his own bank before 
its customers, or belittles its employees or 
officers, he indirectly places a stumbling 
block in the way of his own progress. If 
he interferes with the progress of other 
employees both the bank and the employees 
are injured. Every time he withholds valu- 


able information from other employees, 
thereby permitting mistakes to be made, or 
causing work to be performed in the hard- 
est way instead of the easiest, he retards 
the progress of the bank and lessens his 
own chances of success. 

In addition to cultivating a whole-hearted 
loyalty to the bank in its entirety, it might 
be suggested to this general group that each 
member cultivate a respect for other banks, 
for remarks from them intimating that a 
certain bank is loosely managed, or is over- 
loaned, or is in jeopardy, breaks down putlic 
confidence in all banks. 


Rules of the Bank 


|. pars a bank can expect the highest 
possible degree of efficiency, employees 
must be made familiar with its rules and 
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regulations. It is too often assumed that 
employees ought to know what is expected 
of them. In certain matters written direc- 
tions may not be necessary; in others they 
are essential. Infractions of rules are not 
usually intentional, but are caused through 
an ignorance of the rules. To permit a new 
employee to stumble along blindly, gaining 
a knowledge of the bank’s rules by experi- 
ence, is often expensive to all concerned. 
For this reason every employee should 
have a copy of the bank’s rules affecting 
his conduct and the transaction of the bank’s 
business. Bulletins distributed on loose 
sheets of paper are desirable as a temporary 
expedient, but should not take the place 
of a loose leaf binder system or a perma- 
nently bound rule book. 

In this guide book all of the established 
and permanently fixed rules should be con- 
cisely set forth. Temporary and untried 
rules should be sent out as bulletins until 
they have become either established or dis- 
carded. In fairness to each employee a 
copy of the book of rules should be delivy- 
ered to him personally and his receipt taken 
therefor. 


Written Examination for 
Bank Employees 


METHOD of developing greater effi- 

ciency which invariably meets with the 
full cooperation and approval of employees 
is through a series of written examinations 
on banking subjects. Their universal popu- 
larity is accounted for by the fact that 
not only are employees ambitious to forge 
ahead, but ready to answer any question 
which challenges their knowledge of the 
business in which they are engaged. Like 
the cross word puzzle, written examinations 
challenge the resourcefulness of the person 
“looking for a dare.” 

My experience with written examinations 
for bank employees convinces me that when 
properly conducted they are very valuable as 
a means of increasing efficiency among em- 
ployees. A good plan consists of a series 
of mixed questions, some legal, others ap- 
pertaining to banking and business practice 
and custom. These questions should be di- 
vided into sets of ten questions each, and 
the questions should be numbered from one 
up. With this division of questions a bank 
can hold one examination weekly, using ten 
questions to an examination. As the ex- 
aminations are passed back by the employees, 
they should be corrected promptly, and with 
the correct answers supplied, returned to the 
employee for attention. This arrangement 
will give to those examined a copy of the 
questions, their answers thereto and the cor- 
rect answers. Curiosity to know results will 
insure immediate inspection. Naturally the 
first thing which an employee will do is to 
make a comparison between his answers and 
those supplied him, and if in the least doubt 
as to the bank’s answer being correct, he will 
exhaust every source at his command in 
order to verify the answer or prove that 
it is incorrect. 

Written examinations serve a manifold 
purpose. Being permanent in form, they 
serve as a guide for the employee. If in 
doubt at any future time as to the proper 
procedure in handling some intricate bank- 
ing transaction, it is very likely that the 
employee will find a comparative case. 
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Fgh ppm plan which can be used with 
full assurance of success consists of 
classes organized for the study of special 
subjects. Now that the Uniform Negotiable 
Instruments Law has been adopted in forty- 
seven states, it can be studied with great 
profit, as practically every banking transac- 
tion with which bank employees are con- 
fronted is in some way affected by this law. 

Another special class might be formed for 
the purpose of studying business English. 
In every bank there is room for improve- 
ment along this line. All employees should 
use correct grammer. Although a small 
percentage of patrons may not differentiate 
between the use made of the English lan- 
guage, the majority recognize good grammar 
and regard it as a mark of ability. Even 
the person whose grasp of English is poor 
appreciates a proper use of it. 

Another group might profitably devote an 
hour a week to a study of letter-writing. It 
is even more important that bank employees 
use good business English in letters than 
in their conversation, because a letter is 
permanent and permits of prolonged study, 
while in conversation misuses of English are 
not as glaring or noticeable. Comparatively 
few employees write good business letters, 
and for this reason it is important that 
they acquire the ability to express themselves 
through the written word, concisely, con- 
vincingly and briefly. A good business let- 
ter always attracts attention, partly because 
there are so many letters that are ambiguous 
and loosely written as to make a compari- 
son noticeable, and partly because a letter 
expresses the thoughts of the writer. Many 
a good customer has been unintentionally 
offended by a poorly phrased letter, and in 
some instances grave misunderstandings 
have occurred. Many a transaction which 
might have become hopelessly involved has 
been satisfactorily handled with dispatch 
through a well written letter. 

Other classes might be organized for prac- 
tice in oral expression, both in business con- 
versation and in making short addresses. 
Many employees are below par in both, 
and doubless would welcome an opportu- 
nity to improve themselves. One of the 
best ways I know to develop confidence in 
one’s ability to express himself before 
others is through debates, both prepared 
and extemporaneous. A class in oral ex- 
pression could hold weekly or monthly de- 
bates among its members, taking turns so 
that all will in time derive the benefit of 
actual experience. A few weeks of train- 
ing will prove a great help to employees 
in dealing with customers, for having been 
trained to concentrate on a subject, to judge 
it and to speak on it logically and _ intelli- 
gently will make the handling of business 
transactions less difficult. For employees 
to be able to express themselves clearly 
and forcefully, with full confidence in them- 
selves and in their bank and its policies, 
will increase their efficiency. 

An advance class might profitably be held 
in business administration, and even in our 
larger banks classes held for junior offi- 
cials and department heads should prove ad- 
vantageous. 

I like to think of the American Institute 
of Banking as the right wing of the Ameri- 
can Bankers Association. Entrusted with a 
gigantic task, that of educating our young 


bankers, this great Institute has a big place 
in every educational program. Its students 
number over 50,000, the largest enrollment 
of any educational institute in the world. It 
stands for greater efficiency and is living up 
to its reputation. Employees should take 
some of the Institute courses, either as 
members of classes or by mail. Perhaps in 
a few instances this will mean duplicating 
subjects already covered in the group meet- 
ings, but if it should, there is no danger of 
overdoing it, just as there is no danger of 
becoming too efficient. 


i tw number of employees who cannot 
be developed because they are misfits is 
small. Nevertheless, as we have them, the 
question arises as to what disposition should 
be made of them. Of course, each case 
should receive consideration on its merits. 
If inefficiency is due to old age or is the 
result of a physical breakdown while in the 
bank’s service, such case calls for a most 
sympathetic consideration. The fact that 
such employees have already given of their 
best, obligates the bank to treat them gen- 
erously. But as to employees who are care- 
less, indifferent and disinterested, and who 
make no effort to make themselves more 
useful, there is just one course—dismissal. 
Some banks handle this situation so leniently 
that hopeless cases remain on their payrolls 
year after year. The business-like thing 
to do would be to clean house immediately 
of all undeserving employees. 

Instead of trying to increase the efficiency 
of employees by the customary admonition 
of what not to do, better results will be 
secured if employees are shown what to do 
and how to do it, through education, con- 
sultation, cooperation and encouragement. 


How Much Better Paid 


VERYONE knows that labor is far bet- 

ter paid in the United States than in 
other countries, but just what is the differ- 
ence? The National Industrial Conference 
Board shows this in a chart based on data 
collected by the International Labor office 
at Geneva. Taking Philadelphia as a typical 
American industrial city, the average wage 
there, in terms of purchasing power, is in- 
dexed at 100, the wage index numbers for 
other countries thus showing the percen- 
tage relation of foreign “real” wages to 
American “real” wages, with the following 
results : 


Philadelphia 

Sidney, Australia 
Ottawa, Canada 
London 

Copenhagen, Denmark 
Oslo (Christiania) Norway 
Amsterdam, Holland 
Stockholm, Sweden 
Paris, France 
Berlin, Germany 
Prague, Czechoslovakia 
Brussels, Belgium 
Lodz, Pol 

Rome, Italy 
Vienna, Austria 
Warsaw, Poland 
Milan, Italy 


Thus it appears that on the basis of what 
his wages will purchase for him, the Ameri- 
can wage earner receives more than twice 
as much as his British colleague in London; 
nearly three times as much as the wage 
earner in Amsterdam, Holland; more than 
three times that of the worker in Berlin, 
Germany, and nearly five times as much 
as the industrial worker in Italy. 
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What One Client 
Thinks of Collins Service 


THE COLLINS SERVICE, 
Philadelphia, Pa. 


Gentlemen: 


Perhaps you will be interested in knowing that 
we think very highly of the character of service 
being rendered by your staff to client banks. 

Our opinion is based on relations extending 
over a period of something more than three years 
during which our every call received prompt, 
expert and vigorous attention. Nor did we have 
to call on you in many cases, because we received 
publicity suggestions from you of a very effective 
type. These helps were coming frequently, as you 
studied our needs and directed our publicity efforts. 

We have always called on you freely whenever 
we have had some particular plan of publicity to 
be developed, and we have found your assistance 
very valuable. 

It is with pleasure that we commend your 
service to any bank needing the aid of experts in 
directing its advertising and publicity of other 
types. It is a pleasure to have such an organ- 
ization as yours is to call on. 

. With best wishes for your continued success, 
am 
Yours very truly, 
(Name on Request) 


O*D 


COLLINS SERVICE appeals particu- 
larly to the busy banker who wants 
to place his business-development work 
in the hands of an organization that is a 
self-starter, that doesn’t need pushing 
and prodding to make it function. 


Write for the very interesting portfolio, 
“A Message from The Collins Service.” 


THE COLLINS SERVICE 
230 Columbia Avenue, Philadelphia 


Caldwell & Co. 


INVESTMENT BANKERS 


Southern Municipal, Corporation and 
First Mortgage Bonds 


1201 Union Street 
Nashville 


New York 
Cincinnati 
Knoxville 


Tennessee 


Chicago 
St. Louis 
Detroit 


Chattanooga 
New Orleans 
Birmingham 


Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicago 


A leading authority on all forms 
of investments throughout the South 
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THERE IS POSITIVE SECURITY 


IN A 


HERCULES 


A CHECK CERTIFIER THAT IS 
MORE THAN A STAMP! 


The Hercules shreds the impression into the 
fibres of the check, leaving an impression on 
both sides—one that cannot be tampered with. 
It does more than merely stamp the surface. 


THE HERCULES HAS SEVEN SPECIAL FEATURES 
THAT WILL MAKE YOU WANT IT. 


WRITE AT ONCE FOR 


INFORMATION 


COLONIAL ENGRAVING CO. 


Makers of Hercules Products 


137 FEDERAL STREET 


BOSTON, MASS. 


The Guaranty Law in Nebraska 


66 E have now what we consider about 

as satisfactory a guaranty law as 
could be contrived and one that has proved 
successful. The very fact that we have 
paid every depositor in full in every failed 
bank and do not owe a cent to anybody, 
practically speaking, and that we have an 
income of approximately two millions a year 
with which to pay for the banks that will 
yet fail, is proof that we are in a fine condi- 
tion. The further fact that the assessments 
to the Guaranty Fund in this state have 
not been as large as the premiums which 
the banks have paid into bonding companies 
for insuring special depositors, is a justi- 
fication of our Guaranty Law.” 


In these words Dan V. Stephens, presi- 
dent of the Fremont State Bank of Fre- 
mont, Neb., expressed his views of the op 
eration of the guaranty law in Nebraska. 
He declared that the 282 word telegram 
sent by R. V. Clark, president of the Bank 
of Tupelo, Miss., to the North Carolina 
Bankers Association stating the bank de- 
posit guaranty law in any form was a “snare 
and a delusion” contained statements not 
supported by facts and was lacking in logic. 


N a lengthy communication sent to the 
JournaAL, Mr. Stephens, a former rep- 
resentative from Nebraska in Congress, took 
exception to almost every statement made 
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by Mr. Clark, and said that the bankers o{ 
Nebraska resented coupling his state’s name 
with a group of states, where the guaranty: 
systems have failed. These failures Mr. 
Stephens attributed to mismanagement and 
to carelessly drawn guaranty laws. 

“The state bankers of Nebraska have been 
operating under a Guaranty Law since 1(9, 
which includes the depression following the 
panic of 1907 and the recent deflation period 
following the war,” Mr. Stephens recited. 
“Certainly this tremendous change in the 
economic condition of the country, as rep- 
resented by these two periods have placed 
upon the Guaranty Law of Nebraska the 
greatest strain that will probably ever be 
placed upon it again. Under the Nebraska 
Guaranty Law not a single depositor has 
ever lost a dollar deposited in a single state 
bank and, instead of the Guaranty Fund 
being bankrupt, we do ‘not owe a dollar, 
practically speaking, today and are capable 
of raising from the assessments that we can 
make under the law annually, together. with 
the salvage from the banks ‘that have been 
closed and paid for, a sum of approximately 
$2,000,000 or better. 

“We will have to pay for a few more 
banks before we get through the final clean- 
up, but we have abundant resources, to- 
gether with the power to assess solvent 
banks, with which to pay these losses, and 
certainly the banks thar are paying them 
ought to be allowed to speak in refutation 
of Mr. Clark's wire to North Carolina 
that Nebraska’s Guaranty Law is in the dis- 
card along with that of Oklahoma, Texas 
and Mississippi.” 


| exception to Mr. Clark’s 

statement that “to compare guaranty of 
deposit law with legitimate insurance is with- 
out reason and absurd,’ was taken. Mr. 
Stephens asserted that “the state banks of 
Nebraska are bound together into a mutual 
insurance company, carrying their own risks 
and paying their own losses,” and added 
that the law had not assessed the banks of 
Nebraska at a higher rate even in the peak 
of our losses during the period following 
the law than the ordinary bonding com- 
panies charge for the protection of special 
favored depositors in these banks.” 

Kirk Griggs, secretary of trade and com- 
merce for Nebraska, made an official state- 
ment of the operations of the Guaranty Fund 
Jate in April at Lincoln. Since the law 
went into effect sixty-five banks have been 
liquidated at a loss of a little less than $9,- 
000,000, he stated, adding that it was antici- 
pated sixty more banks now in the hands of 
the commission and apt to come into its 
hands, would cause an additional loss of $6,- 
000,000. It will be necessary for the state to 
keep on making special assessments for the 
Guaranty Fund during the next two years 
to raise the amount needed, over and above 
$3,000,000 likely to be realized from the 
assets now in the hands of the commission, 
he said. There are 924 state banks in 
Nebraska, but Governor McMullen has is- 
sued instructions to the Guaranty Fund Com- 
mission to liquidate all unnecessary state 
banks that have been taken over by it and 
are being operated as going concerns. 
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Uncle Sam 
(Continued from page 745) 


000 of one-dollar bills on hand to take 
care of the currency needs of the country. 
Half of this number, it thinks, ought to 
be new notes and the other half “fit.” 

Here is the quota of $1 bills that each 
Reserve Bank and branch ought to have on 
balance to give the American people a cur- 
rency of the highest: standard. The actual 
supply of new bills on hand on last March 
13 appears in the second column: 


Established 


balance New bills 
New York 20,500,000 1,980,000 
1,300,000 40,000 
Philadelphia ............ 6,400,000 1,094,000 
2,300,000 965,000 
Pittsburgh 2,500,000 268,000 
Richmond 2,500,000 327,000 
Baltimore 2,000,000 1,326,000 
Atlanta i's 1,800,000 800,000 
Nashville ...... 600,000 664,000 
Birmingham 700,000 476,000 
New Orleans 1,000,000 120,000 
Jacksonville 900,000 330,000 
Si. 2,800,000 830,000 
Little Rock ........cee0. 500,000 455,000 
Louisville .............. 1,000,000 707,000 
1,000,000 648,000 
Minneapolis ............ 1.300,000 711,000 
City 1,700,000 860,000 
200,000 134,000 
Oklahoma City ......... 300,000 113,000 
100,000 87,000 
San Francisco ......... 300,000 1,104,000 
Portland 100,000 97,000 
Sale Lake City. 100,000 73,000 
Los Angeles: 2,000,000 108,000 


About the middle of March the Treas- 
ury’s records showed that the banks were 
far from this ideal, for there were only 
23,339,000 new one-dollar bills on hand and 
29,436,000 of “fits’—so the country was 
nearly 25,000,000 short. But within the 
course of the next year it is contemplated 
that the banks will have these balances 
and the people will have cleaner: money. 


One Month’s Reserve 


HE Treasury is seeking to build up one 

month’s reserve stock of each class and 
denomination maintained in the Treasurer’s 
vaults. This would consist of 48,000,000 
one-dollar bills—United States notes and 
silver certificates; $7,500,000 in $2 U. S. 
notes and silver certificates; $13,500,000 in 
$5 U. S. notes and silver certificates; $47,- 
000,000 in $10 U. S. notes and gold certifi- 
cates; $45,000,000 in $20 gold certificates ; 
$10,000,000 in $50 gold certificates and $10,- 
000.000 in $100 gold certificates. 

The present reserves are low. At the 
beginning of March it was found that the 
actual reserves of $1 bills were just 19,292,- 
000 and only $5,496,000 in the $2 denomina- 
tions. However, the reserves in all other 
denominations were more than ample, with 
one exception. Indeed, the Treasury held 
more than $600,000,000 in gold certificates 
of the $500, $1,000, $5,000 and $10,000 de- 
nominations. It is rare, indeed, for the av- 
erage person ever to see either one of these 


INDUSTRIAL ACCEPTANCE 


CORPORATION 
NEW YORK 


COLLATERAL TRUST GOLD NOTES 
(The National City Bank of N. Y. Trustee) 


Capital $6,750,000 


The Notes of this Corporation are regard- 
ed by a nation-wide banking clientele as 
appropriate and attractive investment for 
short term funds. They may be obtained 
under customary option in any maturity 


between 2 and 12 months. 


Complete in- 


formation available on request to any of 


our offices. 


Commercial Paper Offices 


CHICAGO 


NEW YORK 
105 So. La Salle Street 100 East 42nd Street 


SAN FRANCISCO 
225 Bush Street 


Financing exclusively dealers of 
THE STUDEBAKER CORPORATION 
OF AMERICA 


bills. But there were 55,800 of the $10,- 
000 bills in the Federal strongbox at that 
time. These precious yellow-backed certifi- 
cates came into vogue during the war time, 
when large bills were needed to settle the 
transactions that ran into the millions. 

Once the reserves are built up, the Treas- 
ury will have a chance to “cure” money be- 
fore it is put out, and it is believed that 
this will lengthen the present life of a dollar 
bill from eight months to a year or per- 
haps a trifle longer. Americans are noto- 
riously hard on their paper money, and it 
costs the government more than $5,000,000 
a year to keep them supplied with dollar 
bills alone. But, at any event, the Treas- 
ury has convinced Congress that it is just 
as cheap to give the people fresh bills as 
to keep dirty ones in circulation, so an era 
of clean money -appears to be coming. 


New Books 


BOND SALESMANSHIP by William W. 
Townsend. 463 pages. Published by 
Henry Holt & Co., New York City. 


The art of bond salesmanship written by 
a sales manager of a New York bond house. 
The book deals with the practical side of 
selling bonds, telling how a bond salesman 
should prepare himself for the job, the 
methods that may be expected to bring the 
best results and means for increasing the 
salesman’s income. The author discusses 
sale psychology and treats of institutional 
selling as well as the sale of. securities to 
the individual buyer. 


The Hanchelt Bond Co 


Bankers! 


We co-operate with local bankers 
and city, county or school officials 
in the issuance and sale of 


Municipal Bond Issues 


Our legal department is equipped 
to assist in all legal details and in 
the preparation of transcripts. We 
buy, for our own account, entire 
issues of 


County, City, School 
and Improvement Bonds 


We sell entire issues or single bonds. 


Special prices will be quoted to 
Bankers on all classes of Municipal 
Bonds, either for their own invest- 
ment or re-sale to customers. 


Correspondence Invited 


Incorporated 1910 
MUNICIPAL BONDS 


39 South La Salle St., Chicago 
New York St. Louis Detroit 


7 = 
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A Comprehensive Service 


In General: 


Many out-of-town institutions have found it a great convenience to 
place their security business and inquiries directly through a house such 
as ours that is thoroughly equipped to handle every phase of investment 


activity. 


Advisory Service: 


Our statistical files and research department are entirely at the ser- 
vice of banks in search of information or advice regarding their own or 


clients’ investments. 


Security Letters: 


We will send to bank officers free our Daily, Weekly or Monthly 
Letters, giving recent developments in financial and economic matters 
and our view of the future of security prices, money rates, etc. 


U. S. Government Bonds: 


Harvey Fisk & Sons are dealers in United States Government issues, 
including those eligible for circulation purposes. 


Offerings: 


Financial institutions will find our offering list helpful in making their 
own investments or in advising their customers. 


Commission Orders: 


As members of the New York Stock Exchange, we give accurate ser- 


vice in the execution of orders and prompt telegraphic 


executions. 


reports of 


HARVEY FISK & SONS 


MEMBERS N. Y. STOCK EXCHANGE 


120 BROADWAY 


Give Banks 


(Continued from page 750) 


which would be very difficult or impossible 
to remedy, then the best practice would be 
to refuse admission to such an institution. 
If, however, the bank were found to be in 
the “B” class—that is, with some losses or 
slow paper or had too much invested in real 
estate—I should base a decision regarding 
its election or rejection on the ability and 
the attitude of its management, providing, 
of course, that the conditions could be 
remedied and there was no serious danger. 


The Remedy for Weak Banks 
aT first point would be to determine 


whether ‘the management is sufficiently 
capable and experienced to put its affairs in 
first class shape. If so, would the active 
management assisted by the board of direc- 
tors give the clearing house association sat- 
isfactory assurances that the bad paper would 
be liquidated or taken out, that the exces- 
sive loans, if any, would be reduced, or that 
more capital would be put in? Would as- 
surances be given that the bank would re- 
cede from an overloaded condition, that the 
excess amount of real estate -would be taken 
out, that reserves would be set up for vari- 
ous purposes, or that more short-time and 
less long-time paper would be taken in the 
future? Each or any of these remedies 
would have to be applied as the particular 
case might warrant. If the management 
was not capable of bringing the bank around 
in shape, I would insist on a change in man- 
agement so that the desired end could be 
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brought about. If satisfactory assurances 
were given to remedy the conditions as 
found and if, as stated, there were no im- 
minent dangers in the situation, I should 
take the bank into the Clearing House and 
give it a reasonable period in which to 
bring about the reforms needed. Then the 
bank would be examined every ninety days 
or four months to see what progress was be- 
ing made and to determine if suggestions 
were needed for further improvement. 
This rehabilitation process has been gone 
through over and over again in cities where 
clearing house examiners are used. I know 
at least a dozen cases in Chicago, where our 
clearing house examiners have brought 
banks around into good shape and have 
made them into strong, healthy institutions, 
deserving the public’s confidence. These 
banks had been struggling along with no 
additions to their surplus and were in a con- 
dition of affairs generally unsatisfactory to 
stockholders and depositors alike. 


The Periodical Examination 


F an organization has been effected and 

its conduct is in the hands of its own 
members the periodical examinations which 
are made, for the purpose of disclosing the 
exact position of each member bank, would 
be more than a simple check of cash and the 
books. They would include a_ thorough 
analysis of all the assets, a review of every 
note in the portfolio and of every security 
in the vault to determine the actual position 
of the bank. Loans would be classed under 
the general heading of good, slow but good, 
and bad or desperate. A review of the se- 


curities on hand would be made to determine 
their cost price, their carrying value, as well 
as the market value. If market values were 
less than carrying values, adequate reserves 
or charge-offs would be suggested. Real 
estate loans would be examined with respect 
to the security behind them and some ratio, 
for example, one to two between the total 
of real estate paper and the total of time 
deposits, would be suggested. Loans to of- 
ficers and directors would be listed to make 
sure that the bank’s facilities were not be- 
ing improperly used in this direction. The 
stock certificate register would be examined 
to see that all of the stock is properly ac- 
counted for. Past due paper would be listed 
and that which required attention would be 
mentioned. Overdrafts would be scrutinized 
from the standpoint of their collectability 
and the amounts. The amount invested in 
banking house and fixtures would be re- 
viewed to determine that it was not out of 
proportion to the invested capital of the in- 
stitution. Cash memoranda would be scru- 
tinized to make sure that nothing was being 
improperly carried in this way. Transit ac- 
count and “Due From Banks” would be 
analyzed as bad losses are often found in 
these items which temporarily are in “float” 
when the bank examiner comes around. 
There often is found in bank statements an 
item called “Other Assets” or “Other Re- 
sources.” This may mean much or little. 
Sometimes it covers amounts the bank hesi- 
tates to charge to the proper account and 
so it should be carefully examined. 


The Difference Between Clear- 
ing House and Government 
Examinations 


ee a summary of the bank’s posi- 
tion would be made which would cover 
the essential points disclosed by the exam- 
ination and which would give to the man- 
agement an estimate of the bank’s net posi- 
tion. The report of the clearing house ex- 
aminer should be sent to the president of the 
bank in typewritten form and every director 
should be notified that the report is on file 
with the president so that he may have an 
opportunity of examining it in detail. Some 
may say that a great deal of this is repetition 
of the state or national bank examiner’s 
work. I grant that this is so. The facts 
are, however, that the clearing house exam- 
iner, who is going into the same banks year 
after year, obtains a knowledge of their po- 
sition and their management which the state 
or government examiners cannot possibly 
have. He goes into much more detail than 
the government examiners, and he makes a 
qualitative rather than a quantitative analy- 
sis of the bank. He checks the worth be- 
hind each individual note, if unsecured, and 
the value and marketability of the collateral 
behind each note, if secured. His report 
should be a complete story and a fair ap- 
praisal of the bank’s ability to pay its de- 
positors. He should be frank and open im 
his criticisms and he should be able, if neces- 
sary, to prove his contentions to the direc- 
tors of the bank. Moreover, if it seems ad- 
visable, he should call them into session for 
the consideration of his criticisms. If he 
is worthy of his job, it would be unnecessary 
for him to report to the clearing house 
committee every criticism he might make 
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It should be possible for him to agree with 
the management, or, perhaps, the manage- 
ment backed by the board of directors, re- 
garding reforms which should be effected 
and conditions that should be rectified. 


When a Crisis Comes 


OWEVER, there may come a time when 

he is unable to cooperate further with 
the management or the board, when unsafe 
conditions can no longer be allowed to pre- 
vail and when the clearing house committee 
should be called in. It is in such times of 
crisis that the clearing house committee can 
function for the safety of the depositors of 
the “weak sister” bank. At such a time, it 
is entirely conceivable that it would be to 
the selfish interests of all the banks that the 
one ‘bank should not fail. The point is that 
under the examination plan the weak bank 
will not be allowed to go along to a point 
where its surplus and capital have been dis- 
sipated. Action would be taken before such 
a condition existed. It might be desirable 
then for some other bank in the same town 
to take over the deposits of the weak insti- 
tution, together with such of the assets as 
they felt were safe. If no single bank wanted 
to buy the deposits it might be best for all 
of the banks in the town to join together to 
guarantee the deposits, or, even for the en- 
tire association to protect itself in this way. 
The members of the association would not 
be working in the dark with reference to the 
condition of the neighbor bank. They would 
know what they were doing because of the 
examiner’s report. They could act quickly 
and decisively, thus avoiding the unrest and 
lack of confidence in all banks that come 
from “runs” and closing of the doors. 

As a matter of fact a thoroughly organ- 
ized clearing house examination plan from 
the standpoint of the public is as tight a 
system of guaranteeing deposits as can be 
devised. Unlike state guaranty of deposits, 
it recognizes the risks that are involved. 
The association knows precisely what those 
risks amount to and can proceed intelligently 
to the task of seeing that no depositor of a 
bank belonging to the association loses a 
dollar. This plan has produced real results 
where it has been fairly tried. 


Bad Situation Cleared Up 


F the stories could all be told, there are 

hundreds of cases where bad situations 
have been cleared up and where danger has 
been averted without the public’s knowledge. 
It is a process of tightening up our banking 
machinery to make it more efficient and to 
make it run smoothly. I can cite many, 
many cases where bankers were suspicious 
of the plan in the beginning, were fearful 
that information regarding their business 
would be communicated to the competitors, 
but where they now are thoroughly convinced 
that the plan has worked wholly for their 
own good and the general banking situation 
of their community. In Chicago, where the 
plan was first inaugurated, following the 
failure of the Walsh banks many years ago, 
the matter of Clearing House Association 
membership is regarded as a very important 
factor in the standing of the bank, and t.« 
sign in the window is translated into in- 
creased confidence to the public and increased 
dollars in deposits. There never is any ob- 


LIFE INSURANCE TRUSTS 


A Trusteeship Based Upon the Proceeds of 
Matured Life Insurance Policies 


What provision have you made against the shrinkage of your 
estate through taxes and administrative expenses after your death? 
Have you made certain that your beneficiaries will receive all 


you have planned to leave them? 


Every business man should establish a Life Insurance Trust to offset 
the inevitable shrinkages from estate, inheritance, and transfer taxes, 
executor’s and legal fees, and unexpected expenses. 

A Life Insurance Trust, through a Trust Company or a Bank Trust 
Department, assures prompt payment of taxes assessed on your estate, 


and safeguards the interests of your beneficiaries. 


It cuts the cost of 


administration, and causes your estate to grow, not to shrink, after you 


are gone. 


The New John Hancock booklet, 
and Life Insurance Trusts’’, 


“Estate Conservation 


contains interesting facts and 


practical suggestions for estate-protection. 


Lire INSURANCE COMPANY 


OF BOSTON, MASSACHUSETTS 


Over Sixty Years in Business. Now Insuring Over Two Billion Dollars in 
Policies on 3,500,000 Lives. 


jection on the part of the public to the in- 
auguration of such an association. The op- 
position always has come from the bankers 
themselves. This opposition is not well 
founded from the standpoint of good busi- 
ness, for every move that tends to strengthen 
the banking business, as a whole, in a com- 
munity benefits each individual bank no mat- 
ter how strong it may be. 

What would be the cost of operation of 
this plan? It is presumed that the voting 
members representing each bank, and the 
executive committee of the association, 
would give their services without charge. 
The examiner’s salary would be the principal 
item. An annual salary of not less than 
$4,000 doubtless would be required to get 
the type of man desired. The association 
probably would want to buy him a car so 
he could visit the various banks. His office 
need not be pretentious, and for help he 
would need no more than a competent stenog- 
rapher. These expenses, together with sta- 
tionery, postage, printing, etc., might amount 
to an additional $2,000 per annum, making 
$6,000 in all. With twenty-five members, it 
might cost $240 per annum per member, or 
$20 per month. I do not believe that any 
kind of insurance would purchase as much 
safety, confidence and easy feeling in the 
minds of the members. Membership in such 
an association would increase deposits of 
member banks just as it has in city banks. 

I know that the average country bank has 
to look closely to its expense item but I be- 
lieve that the amount involved in this mat- 
ter would be small in comparison with the 
benefits. 


The Banking Business Cannot 


Stand Still 


HE banking business, like any other, 
cannot stand still. Until the enactment 
of the Federal Reserve Act no change of 


importance had taken place in the banking 
laws since the Civil War. Through all the 
years in which Congress has considered 
legislative programs for the management of 
many other lines of business, the banking 
business has been pretty well left alone. 
During all the period that the railroads and 
packers and so-called trusts were targets of 
legislative action, the bankers have been al- 
lowed to conduct their business without the 
interference of Commissions of Inquiry or 
legal attacks. Wall Street has been ex- 
ecrated, but the bankers in the cities and in 
the towns have escaped, in a measure, the 
criticisms of the demagogue. There has 
been no public clamor for government opera- 
tion of banks, or for radical or unjust laws 
covering our business. 

We have been fortunate in this as com- 
pared with the ill fortune of those in other 
lines of business. The banks performed 
their part in financing the World War, but 
did not have the experience of working un- 
der direct government regulations as did 
the railroads. While we may congratulate 
ourselves on this condition, and while we 
may fairly say for ourselves that the bank- 
ing business, as a whole, has been conducted 
in an honest, efficient and high grade way, I 
believe that we must be forward-looking in 
our views regarding the conduct of our busi- 
ness to make altogether sure that every pos- 
sible means is employed to give the bank de- 
positors of the country the very best. protec- 
tion that can be made available. 


Andrew Appointed 


L. A. Andrew, president of the Citizens 
Savings Bank of Ottumwa, has been ap- 
pointed superintendent of banking for the 
state of Iowa. Mr. Andrew is a former 
president of the Iowa Bankers Association 
and is a member of the Executive Council of 
the American Bankers Association. 
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The Condition of Business 


Aside From Some Curtailment in Steel Industry, Production 
Has Generally Held At a High Level, With Automobiles and 
Building Setting New Records. Industrial Profit Margins Aver- 


age Smaller Than Last Year. 


INAL reports for the month of April 
confirmed the earlier indications of 
recessions in a few lines of industry, 
but in general the declines were small 
and the preliminary weekly reports in May 
showed that the condition of business had 
improved, both in sentiment and in fact. 
Operations in the steel industry, after un- 
dergoing a rapid curtailment in April, held 
steady after the middle of May at a level 
close to 70 per cent of capacity, compared 
with a 91 per cent average during the first 
quarter of the year. Adjustment of produc- 
tion to demand appeared to have been about 
completed at the end of May, and the gen- 
eral feeling in steel circles was that, in case 
a renewed decline in operations developed, 
it would not likely carry the rate of activity 
down below 60 per cent of capacity by July, 
in contrast to last year, when operations fell 
off to about 40 per cent. The basis for this 
feeling was that, whereas last year con- 
sumption was decreasing rapidly and con- 
tinuously until mid-summer, it has held fair- 
ly constant during the present season. At 
the end of May prices of the three leading 
steel products—plates, shapes and bars— 
were apparently in a more stable position 
than in preceding weeks, and while new 
buying continued on essentially a hand-to- 
mouth basis, it was becoming more diversi- 
fied and frequent. Sales of pig iron amount- 
ing to over 500,000 tons for the month were 
considerably larger.than in April. 


Cotton Mills Active 


SIDE from the iron and steel industry, 
other lines of basic production were 
generally unaffected in April, and in fact 
some industries, notably the cotton mills, 
showed increased activity. The general av- 
erage of output in basic industries, as meas- 
ured by the Federal Reserve Board’s index 
covering twenty-two lines, held practically 
unchanged in April at about 5 per cent be- 
low the January high point for the year. 
Recent developments in the general busi- 
ness situation have been reflected in the 
course of commodity prices. The Bureau 
of Labor Statistics’ index of the general 
level of wholesale prices declined 3 per cent 
in April, following an almost uninterrupted 
rise since the middle of 1924. While all 
groups of commodities, except house furnish- 
ings and the miscellaneous group, contrib- 
uted to the decline, the largest decreases were 
in farm products and foods which had pre- 
viously shown the most rapid increases. 
During the first three weeks of May, how- 
ever, there were advances in the prices of 
grains, cattle, hogs, flour and rubber, the 
latter reaching the highest price since 1917. 
Distribution of goods continued in April 
and May at a somewhat higher level than 
a year ago, although there was some irreg- 


ularity among the various indexes relating 
to the different stages of trade. Wholesale 
trade was generally smaller in all lines dur- 
ing April than in March, and in some 
branches sales were smaller than a year 
ago. On the other hand railway traffic 
continued at a high level, and in the first 
half of May was above all previous years, 
due chiefly to heavy movement of mer- 
chandise and miscellaneous freight, as well 
as ore and forest products. Sales of de- 
partment stores and mail order houses 
showed more than the usual seasonal increase 
in April and were larger than during April 
of 1924. The table, below, comparing de- 
partment store sales by Federal Reserve 
districts in the first four months of this 
year with the corresponding period of last 
year, gives some indication of trade ten- 
dencies in different parts of the country. 
Except in the New York district, sales in 
the northeastern section of the country, 
which is largely industrial, have been gen- 
erally smaller than last year, while sales 
in some of the agricultural districts of the 
south and west have shown substantial in- 


creases. 
Jan.-April, 
1924, 
= 100 Per Cent 


New York 

Philadelphia 
Cleveland 
Richmond 
Atlanta .... 
Chicago 
St. Louis .... 
Minneapolis 
Kansas City 
Dallas 


District 


All districts 


The slightly easier tendency in money 
conditions prevailing in April continued dur- 
ing most of May, reflecting in large part 
the moderate character of the domestic de- 
mand for credit, a reduction in the volume 
of foreign offerings in this country, and the 
virtual stoppage of the outward movement 
of gold. <A better demand for commercial 
paper in the interior markets, together with 
a continued scarcity of paper, resulted in 
a more free market at 334 per cent, and 
in some cases choice paper of short maturity 
was moved by the dealers at 3% per cent. 
In the bill market, however, the supply of 
bills was in excess of the demand, and deal- 
ers advanced their rates % of 1 per cent 
to 33% per cent on their purchases of ninety- 
day bills and 3% per cent on their sales. 
Stock exchange time money held steady in 
May at 334-4 per cent, or about %4 of 1 per 
cent below the March level. 


Run of Business Profits 


HE monthly statistics relating to pro- 
duction and trade have indicated that, 
during the first quarter of this year the 


782 


Results of Gold Resumption. 


total volume of business was somewhat 
larger than a year before. Not until some 
time after the end of the quarter, however, 
was it possible to obtain an approximate 
measure of that even more important as- 
pect of business, the amount of net profits. 
An indication of the trend of business profits 
during these periods is furnished in the 
table below for a list of industrial and 
telephone companies whose statements were 
available in May, and for the Class I rail- 
roads. The figures are in millions of dol- 
lars and represent net profits available for 
distribution, after allowing for all charges. 
The compilation was prepared and _ pub- 
lished by the Federal Reserve Bank of New 


York. 
No.of First First 
Corpor- Quarter, Quarter, 
tions 1924 1925 


Motor and accessories.... 13 $31 $32 
12 42 30 
Fcod and products....... 11 11 11 
Metal and mining........ 9 7 8 
Machire manufacturing .. 12 5 6 
Miscellaneous ........... 9 3 5 

Total, 7 groups.....s0% 78 $118 $107 
Telephone 70 35 44 
Class I railroads......... 193 203 204 

Total, 9 groups........ 341 $356 $355 


During the first quarter of this year the 
aggregate industrial profits of the compa- 
nies included increased considerably over 
the last three quarters of last year, but 
were below the first quarter of 1924. This 
situation presumably helps to explain the 
feeling which has often been expressed that 
business this year has been only fairly goo/l. 
The fact is that production and distribu- 
tion have in general been large and carried 
on efficiently, with no occasion for competi- 
tive bidding for goods and consequent ad- 
vances in prices, and hence with only mod- 
erate profit margins. In the case of mo- 
tors and accessories, however, profits were 
slightly larger than a year ago, and tele- 
phone companies as a group continued to 
show increased earnings. Railroad earn- 
ings were also slightly larger than a year 
previous and equal to an annual rate of 
5.14 per cent on the minimum tentative val- 
uation fixed by the Interstate Commerce 
Commission, as compared with the “fair- 
return” of 534 per cent. Reports for April 
available at the end of May for seventy- 
two of the larger roads indicated a continu- 
ance of slightly better earnings than last 
year. 


Moderate Inventories Carried 


O some extent at least the continuance 
of relatively easy money reflects the 
changed conditions under which business 
is now being carried on, such as the gen- 
eral efficiency in production, management 
and labor, the rapid and dependable railway 


= 
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deliveries and the consequent policy of hand- 
to-mouth buying. The combination of these_ 
various factors makes it possible for manu- — 
facturers and merchants to carry only mod- 
erate inventories and to avoid competition 
for goods with the resulting rise in prices. 
In short, these influences tend to decrease 
the demand for credit in carrying on the na- 
tion’s business. The efficiency of railway 
operations has contributed largely to this 
result. Although in the first twenty weeks 
of the year the carriers moved a larger 
volume of traffic than ever before during 
this time of year, no car shortage developed. 
Instead, on May 14, the roads reported over 
330,000 surplus freight cars in good re- 
pair and immediately available for service. 
On the same date last year, when traffic was 
considerably less, the number of surplus 
freight cars was smaller, and in 1923 the 
demand for cars actually exceeded the sup- 
ply. 

Inasmuch as the carrying capacity of 
freight cars and the tractive power of loco- 
motives is now somewhat larger than it 
was a few years ago, the roads are apparent- 
ly equipped to handle without serious diffi- 
culty the large expansion in traffic which 
usually develops in the fall, when the crops 
are being moved, supplies of coal laid in 
and winter merchandise moved into distribu- 
tive channels. 

The course of general business during the ? 
early months of this year resembled that COMING TO BI IFFALO 
of 1924 to the extent that a period of rap- 7 
idly expanding activity was followed by a 
period of somewhat curtailed activity, at least 
in certain phases of business. Two factors, 


The Sterling Mark ‘of Banking 


is the Shawmut Indian—ex- 
pressing cordial and helpful 
relations between customer 
and bank. What the Shaw- 
mut Indian is doing for others 
he can do for you. Why not 
put him to the test? 


THE NATIONAL 


SHAWMUT BANK 


40 WATER STREET BOSTON, MASS. 


however, have helped to sustain business RE any of your customers coming to Buffalo 
this year which were less prominent last J ‘ 

year, namely, the high rate of operations or to Niagara Falls this year? If they are, 
in the automobile industry and in building . ? 
construction. In April both automobile pro- send them to the Marine Trust Company ; we 
duction and the value of building contracts shall be glad to serve them and show them every 
awarded reached new high records and, in 


the case of automobiles at least, it seemed courtesy on your behalf. 
probable that the May figures would be at 
least well up to those for April, although 


trade circles expected some decline in pro- 
duction after the middle of Jowe. Last THE MARINE TRUST COMPANY 
year the curtailment in automobile output o f BUFE AL O 


came earlier and more abruptly, following 
the overproduction and stocking of cars dur- 


Resources Over One Hundred Sixty Millions of Dollars 


E are pleased to announce that we have moved 
toour new building where it will be our privilege 
to continue serving our many friends. 


BANCO DE PONCE 


PONCE, PORTO RICO 


Capital. . . $750,000.00 Surplus. . . $175,000.00 
Assets . . $5,000,000.00 


WE SOLICIT YOUR COLLECTIONS CORRESPONDENCE INVITED 


Three Upward Trends 


| 
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HE obligations of this institution are selected as appro- 

priate and sound mediums for short term investment by 
alarge banking clientele. They may be obtained in convenient 
denominations and suitable maturities. 


Full information may be secured through usual banking 
channels, or by addressing Financial Sales Department, at 
any of our offices. 


GENERAL MOTORS 
ACCEPTANCE CORPORATION 


Executive Offices: 


224 West 57th Street, New York City 
Branch Offices: 


Atlanta Cleveland Kansas City Philadelphia 
Boston Dallas Los Angeles Pittsburgh 
Buffalo Siete Memphis Portland, Ore. 
Charlotte y Minneapolis St. Louis 
Chicago Denver New York San Francisco 
Cincinnati Detroit Omaha Washington 
London, England * Toronto, Canada 


between the two sets of figures over almost 
the entire period. 
The very large increase in the building 


A MACHINE FOR VENDING 
contracts in April raised the total for the 
; first four months of the year to an average 
POCKET Bos 7 per cent larger than in the corresponding 
e period of any previous year. This reflects 


=e? largely increased contract awards in the cen- 
B A N K S fs. tral western districts, where increases were 
we large enough to offset a decline of nearly 


30 per cent in the New York district. 


Reduces their cost to = The table below, showing in millions of 
6!4c. each or less he dollars, the F. W. Dodge Corporation’s fig- 
~ ures of contract awards for the first four 
= 
Sclininae Working - tendencies in building throughout the coun- 
try: 
Without Salary First 4 First 4 
= Months, Months, 
= District 1924 1925 
OPENS MANY NEW Southeastern $182 $189 
ACCOUNTS _ Northwestern 27 26 
Central western 338 426 
Pittsburgh district 170 289 
Northeastern 104 123 
Banks to people who do - New York State and Northern 
not — come into New 551 390 
Thirty-six $1,515 $1,624 
Machine loaned Freewith , In all districts, except New York, the 
order for Pocket Banks. , value of contracts has been equal to or 
. “3 : larger than a year ago. Despite the heavy 
Originated by buildings of recent years, the volume of resi- 


dential construction for the country as a 
whole continues close to the high level of 


Parisian NoveltyCo. 


23rdandLa Salle Streets last year, and there have been increases in 
CHICAGO E public works and in business and commercial 
construction. 
MFRS. OF SAVING BANKS AND ADVERTISING 
SPECIALTIES SIN A 
The International Payments 
PRIL reports on foreign trade of the 
ing the late winter, at a time when build- United States and Great Britain were 
ing activity was also slackening. taken by many people as indicating the diffi- 


The foregoing diagram, prepared and pub-__ culties in the way of England’s gold resump- 
lished by the New York Reserve Bank, tion policy. Exports from the United States 
compares the automobile and building figures of $400,000,000 were larger than in any 
by months since 1919. A feature of the April for five years, and exceeded imports 
diagram is the remarkable correspondence by some $50,000,000. The first four months’ 
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surplus of exports over imports was $256, 
000,000, as compared with $175,000,000 for 
the same months of last year, and $32,000, 
000 in the same period of the pre-war year, 
1913. In contrast, merchandise imports into 
England during the first four completed 
months of this calendar year exceeded ex- 
ports by about $670,000,000, as compared 
with $370,000,000 in the same period last 

year and $220,000,000 in 1913. 
Notwithstanding these facts, New York 
has not been importing gold on balance, 
although sterling exchange is above the rate 
at which shipments to New York would be 
practicable. The explanation is to be found 
in a consideration of the total balance of 
international payments of all kinds. Such 
an analysis for the United States for the 
calendar year 1924 was published recently 
by the Department of Commerce, and the 
chief results are summarized in the table 

below, in millions of dollars: 
Others We Owed 


Owed Us Others 
Current Items: 


(Merchandise $4,621 $3,651 
Interest, dividends, freights, 
services, etc, 90 1,178 
Total, Current items...... $5,411 $4,829 
Capital Movement: 
New foreign loans.......... eae 795 
Investments in old securities 319 114 
Other Capital items......... 68 50 
Total Capital items....... $387 $959 
Gold and 172 394 
Total, all items.............. $5,970 $6,182 
Increase in foreigners’ 
bank deposits ............ 216 


$6,186 $6,182 
Balance (errors and omis- 


It is seen that, while this country had a 
“favorable” balance of about $970,000,000 in 
the movement of merchandise, we paid out 
in foreign countries through our tourists, 
through remittances of immigrants, through 
payments for foreign shipping, and ser- 
vices of one kind or another $388,000,000 
more than we received in such ways. This 
reduced our favorable balance on current 
transactions to $582,000,000. Of precious 
metals we exported $172,000,000 and im- 
ported $394,000,000, leaving a net balance 
against us on this account of $222,000,000 
and reducing the total favorable balance to 
$360,000,000. During the year there were 
large movements of capital. Foreigners 
bought securities in our markets, paid off 
maturing bonds and discharged the princi- 
pal of debts owing to our government to 
a total of about $387,000,000. On the other 
hand, our citizens subscribed $795,000,000 
for new foreign issues, bought $114,000,- 
000 of previously issued foreign securities 
and re-imported about $50,000,000 of Ameri- 
can currency. In other words, we invested 
abroad during the year $572,000,000 more 
than we received from foreign investors. 
This would have given us a net adverse bal- 
ance on all accounts of $212,000,000 were 
it not for the fact that the proceeds of many 
foreign loans were left here as bank bal- 
ances to be drawn upon as needed. The 
increases actually reported by sixty-eight 
large banks amounted to $216,000,000. Thus 
it appears that taking all accounts into con- 
sideration, the foreign trade of the United 
States was practically an even balance. 
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WANTED 
Liberty Head $2% Gold Pieces 


Previous to 1907 
We are still paying $3.00 each 


GUTTAG BROS., 


German Banks 
(Continued from page 740) 


1913 that, even apart from the practical 
loss of certain sources of profits, one would 
expect much reduced gross profits. The 
banks, however, are so ruthless with their 
interest charges that gross profits are much 
higher—sometimes twice as high, sometimes 
even more—than in 1913. Yet the net prof- 
its shrink to a third or even less of the fig- 
ures of 1913: 


Deutsche 
Disconto 

Dresdner 
Darmstaedter 


Mitteldeutsche Cred. 


With such reduced net profits, necessarily 
the sums devoted to dividend payment are 
much lower than before the War. If the 
dividend rates in themselves are satisfac- 
tory, the reason, as stated, is that capitaliza- 
tions are so much reduced. In 1913 the 
average dividend of the seven banks was 
8.36 per cent; in 1924 it was 9.14 per cent. 
But the sum absorbed by the 1924 dividend 
payments was only 39,300,000 marks, as 
against 90,800,000 marks in 1913: 


Paid in 

Dividends 

Dividends in (Millions 

per cent of Marks) 
1913 1924 1913 1924 

Deutsche ............ 12% 10 25 11 
10 10 20 9.2 
Dresdner 8Y% 8 17 6.2 

Darmstaedter ........ 6% 10 10.4 6 
Com. und Priv. ...... 6 8 5.1 3.4 
Berl. Handelsges .... 8% 10 9.4 2.2 
Mitteldeutsche Cred. .. 6% 8 3.9 1.3 


Such was the record of the banks in 1924. 
Their position has since been brought down 
to February 28, 1925, by the issue of the 
first bi-monthly balance sheets that have 
appeared since the middle of 1914. The 
movement of figures in these additional two 
months shows that the recuperative process 
continues. There has been a sharp decline 
in cash holdings and in general liquidity, and 
a big increase in advances on security of 
commercial wares, also a growth of accep- 
tances. For months past the Reichsbank has 
been trying to re-create the private dis- 
count market, which for years was prac- 
tically dead; and in March this year Berlin 
Bourse resumed the pre-war practice of 
daily quoting the private discount rate, which 
started at 8 per cent. The Reichsbank’s 
propaganda has had considerable success. 
Whereas the total of first-class acceptances 
at the end of February was 77,000,000 marks 


16-18 Exchange Place, 
New York 


against practically nothing at the beginning 
of 1924, it is estimated by the Reichsbank 
at the end of April at between 300 and 400 
million marks. 

Only the big banks have been dealt with 
so far. The minor banks have recovered 
on similar lines. But their relative impor- 
tance as compared with the seven Berlin 
institutions is much smaller than before the 
war. The ninety banks (including the Ber- 
lin seven), for which February, 1925, bal- 
ance sheets are available, have a combined 


Gross Profits Net Profits 
In thousands 
1924 1913 1924 1913 
126,632 68,307 18,759 32,726 
65,576 39,274 10,773 23,518 
76,714 43,171 8,350 25,402 
75,897 38,764 9,110 18,319 
59,272 24,092 5,064 11,178 
10,093 15,062 2,562 11,492 
10,247 8,815 1,426 4.586 


capital of 750 million marks, as against 
2,623 millions (ninety-one banks) on April 
30, 1914; reserves, 233 millions, against 
718 millions, and current liabilities, 5,199 
millions, against 8,622 millions, of which 
2,194 millions, against 4,221 millions, are de- 
posits. Although the process of fusion and 
absorption has for the moment nearly ceased, 
a great proportion of these small banks are 
mere dependents of the central institutions, 
and there is little doubt that the absorption 
process will soon be resumed. 


Convention Calendar 


STATE 

DATE ASSOCIATION PLACE 
June 11-13 Oregon Corvallis 
June 15-17 Iowa Dubuque 
June 15-19 Michigan Detroit 
June 16-17 Idaho Lewiston 
June 16-17 Wisconsin Milwaukee 
June 18-19 Illinois Peoria 
June 18-20 Virginia Hot Springs 
June 19-20 Colorado Bear Creek, Denver 
June 19-20 Nevada Lovelock 
June 22-24 New York Ithaca 
June 23-24 South Dakota Sioux Falls 
June 24-26 South Carolina Greenville 
June 25-26 North Dakota Devil’s Lake 
June 25-26 West Virginia Wheeling 

June 25-28 District of Columbia 
Hot Springs, Va. 
June 26-27 Maine Bar Harbor 
July 9-10 Minnesota Duluth 
July 11-13 Montana Glacier Park 
Sept. 15-16 Kentucky Louisville 
Sept. 16-17 Indiana West Baden 
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(3089) 
**Mene Mene 
TeKkel Upharsin’’ 


This is one of the most famous 
signs of all times and was the 
original “handwriting on the wall.” 
Belshazzar, to whom it was ad- 
dressed, could not interpret it, but 
Daniel who could understand its 
meaning was awarded “a gold 
chain about his neck and power in 
the kingdom.” 

If your business has a message 
that will mean gold and power to 
those who can understand it tell 
them with a handwriting on your 
wall—a Rawson & Evans sign. 


A good message deserves good 
treatment. Make it as prominent 
and as attention-getting and as in- 
dividual as the original “hand- 
writing on the wall.” 


RAWSON @ EVANS CO. 
Specialists in Bonk Signe Since 1383 
704-708 Washington Blvd. 
CHICAGO, ILL. 


Federal Bill Straps 


Made of heavy Kraft 
Sanitary Adhesive 
Stick quickly—Hold securely 


Sold by 
700 Bank Stationers 
Write for 
Complete Catalog of 
Coin Wrappers 
Coin Bags 
Lead Seals 


Coin Trays 
Wrapper Cabinets 


The C.L.DOWNEY CO. 


941-943 CLARK ST 
CINCINNATI, OHIO 


Las Cruces 
Phoenix 
Omaha 


6-7 Arizona 
— Nebraska 


OTHER ASSOCIATIONS 


8-13 Association National 
Men 


Credit 
Washington, D. C. 
24-26 National Foreign Trade 
Council Seattle, Wash. 
14-17 American Institute of Bank- 
ing Kansas City, Mo. 


. 28-Oct. 1 A. B. A. 


Atlantic City, N. J. 

14-16 Financial Advertisers Asso- 
ciation Columbus, Ohio 

2-5 Investment Bankers Assn. of 
America St. Petersburg, Fla. 
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The Atlanta and Lowry National Bank 


ATLANTA, GEORGIA 


The Oldest National Bank in the Cotton States, Founded in 1865 


And Its Affiliated Iustitution 


THE TRUST COMPANY OF GEORGIA 


The Oldest .Trust Company in the State, Founded in 1891 
Combined Capital, Surplus and Undivided Profits, $11,000,000.00 


Offer every modern ye for the promot and efficient transaction of all forms of 


mercial Banking and Trust Business 


ROBERT F. MADDOX, Chairman of the Board 


Use Your. Transit Number 


The Transit Numerical Committee of the American 
Bankers Association wants all banks to print their in- 
dividual numbers in plain type on the face of checks. 


We specialize in making Bank Transit Numbers. You 
can now have a real Check Writer and Protector with 
your Transit Number built in. 


Transit Numbers save time and labor. 


By having 


your number included in your Safe-Guard Check Writer, 
you gain convenience and the most scientific check pro- 


tection known. 


Ask us for a specimen. 


It will show you how your 


Transit Number will look. No obligation, of course. 


The Safe-Guard Check Writer Co. 


5 Beekman Street 


Directing Directors 
(Continued from page 746) 


that fails at least ten are made sound by 
stock assessments and directors’ contribu- 
tions. What a revelation it would prove if 
the records of the office of the Comptroller 
of the Currency could be published showing 
the large sums contributed by bank direc- 
tors to make good losses in banks! Publi- 
cation of these records would prove to the 
public that, while all failures cannot be 
stopped, the service rendered by the govern- 
ment in protecting depositors of national 
banks is very effective and the writer be- 
lieves that this also applies to many of the 
state banking departments. 


NEW YORK CITY 


There is too large a class of bank direc- 
tors, I regret to be compelled to admit, who 
through force of circumstances are unable 
to properly supervise and control the opera- 
tion of their institutions. Here the spirit 
and intent of the people’s regulatory bank- 
ing laws are largely defeated. I have in 
mind the so-called one man bank made pos- 
sible by stock control. How is this stock 
ownership applied in practice, and to what 
ends does it fulfill the purposes of the law 
that the directorate of a bank shall be the 
supreme authority in the operation of the 
institution? In the first place, the law does 
not limit the holdings of any one share- 
holder, and a stock control carries with it a 
control of the board of directors. There- 
fore, if the will of the interest exercising 


THOMAS K. GLENN, President 


this control is evil intentioned—from the 
standpoint of safe and conservative banking 
—certainly the personnel of the board of a 
bank so owned and controlled is not in a 
position to combat such a controlling will, 
and few men would view with pleasure the 
prospect of going on a board of bank direc- 
tors where there would be a continuous 
wrangle. The inevitable result in such a 
case is the election of dummy or figurehead 
directors. 


One Man Bank Is Still Possible 


EVERAL years before his death, the 

late Thomas P. Kane, who filled the 
position of First Deputy Comptroller of the 
Currency for a number of years, and who 
was a recognized authority on bank super- 
vision, issued a statement to the public press 
that “the day of the one man bank was 
over.” This would be a most desirable 
state of affairs, but I fail to understand how 
this can be attained so long as the control 
of a bank can be obtained by the purchase 
of a majority of its stock. Of course, I do 
not desire to convey the impression that all 
banks where the stock is closely held are 
not run properly or are not safe banks, as 
such is not the case. Many banks so owned 
are operated by competent bankers and, in 
such a bank, an examiner has no fear of 
finding dangerous conditions. 

There is a second case where the purpose 
of the law often meets defeat by too am- 
bitious officers gaining control of the bank 
by proxies delivered to them for the annual 
election of directors. Such an officer can 
soon place himself in control of a board, re- 
placing dissatisfied members with his per- 
sonal friends, who are mere tools to serve 
his purpose. Of course, the great majority 
of bank officers have the good of their in- 
stitution at heart and know the value of a 
strong board of directors, but to those, who 
own shares of bank stock, I would advise 
that a greater degree of interest be evidenced 
in the affairs of their association and the 
election of directors, and that they bear in 
mind the double liability which their stock 
carries. 

This article is not written in a spirit of 
criticism, but to place before the directors 
and officers of banks certain fundamental 
conditions in which every community of 
these United States is vitally interested, and 
to present to some of the bank directors of 
this country a clearer picture of the basic 
principles involved. 
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